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A Banker’s Diary 





An important influence in the financial markets during the past month has 
been the notable weakening of sterling. In the early summer, once the 
strong buying pressure resulting from the abnormal 

The **‘ Autumn inflow of foreign funds had subsided, the sterling-dollar 


Drain ”’ rate settled down at about +c. below its upper limit of 
Returns $2.82, and did not ease further until early August. By 


the last week of the month, however, it had reached 
$2.81, with some dealings at ?-c. below that. There is no reason to doubt 
that this depreciation reflects litthe more than seasonal pressure, for this is 
the time of heavy payments for imports, especially of grain and cotton. It 
was to be expected that this seasonal factor—which in former times was so 
pronounced that it acquired the name of the “ autumn drain” on the gold 
reserve—would be more apparent this year, now that the mechanism of 
private importation through free commodity markets is getting into its swing. 

This resumption of traditional habits seemingly also explains why the 
discount market should have paid particular attention to the trend of the 
exchange. The fallin sterling was certainly one of the major considerations 
that led the market, in two successive steps in the middle of the month, to 
cut its tender price for Treasury bills, the average discount rate for which 
rose from around 31s. 3d. to 32s. 3d. per cent. by August 20—or to very nearly 
the highest level since early June (when the average was just under 33s.). 
This hardening, it is interesting to note, has paralleled a rise in the New York 
Treasury bill rate from a low point of 0.616 per cent. to nearly I per cent. 
ion August 23). 

Seasonal though these London trends may be, they have exerted a clear 
effect upon City sentiment—by sounding a mildly cautionary note amid the 
ebullience of the stock market boom. The markets are no longer “ talking ' 
Bank rate down in the early future; and they have learned that it was foolish 
to deduce from the spectacle of last spring that the tide of foreign funds 
would always be flowing strongly towards Britain. - The Government’s 
resale of dollars to the I.M.F., discussed below, has, however, displayed its 
continuing confidence. 


THAT announcement did, indeed, come at a fortunate moment for the bulls 
in stock markets. During the few preceding days the boom that had lifted 
prices even faster through the first ten days after the 


Markets August holiday was experiencing a moderately sharp shake- 
and the out. The ordinary share index of the Financial Times, after 


B.E.A. Loan rising almost eight full points to the new peak of 167.7 (on 
August 13), had subsided to 165.4. Gult-edged had followed 

a similar course. Early in the month the Government broker seemed to be 
enjoying a good demand for his “‘ Eternity 3} per Cents’ (the new 1999-2004 
stock) at. rising prices, and War Loan came near to 92. But at these points 
some indigestion became apparent in the market—which had thereupon to 
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face the long-awaited Electricity Loan, the terms of which had presumablh 
been decided before the change of tone was evident. The loan comprised a 
further 4100 millions tranche of the 35 per cent. stock, 1976-79, offered this 
time at 1003, which actually proved to be a few pence above the net market 
price of the stock on the eve of the announcement. As the market eased 
further before the lists opened, the “ departments ” obviously had to take up 
a substantial amount, and the stock opened at a small discount. The whole 


‘ 


of the proceeds are bespoken for repayment of bank advances; the B.E.A.’s 


temporary loans outstanding on July 31 totalled 4104.6 millions. 


DiSPITE the seasonal weakness of sterling 1n the exchange markets, there 
have been encouraging signs recently that the underlying position remains 
exceptionally strong. In July the gold and dollar reserves fel! 
Britain by only $4 millions despite the lump-sum payment of nearly 
Pays Its $99 millions to seven European countries in initial settlement 
Debts of the greater part of Britain’s overdraft with the European 
Payments Union. The change in the reserves during August is 
not known as we go to press, but that, too, is virtually certain to be downward, 
gain on account of a special payment. Towards the end of the month the 
Government repurchased from the International Monetary Fund, by a pay- 
ment in dollars, sterling to the value of $112 millions. The Fund's holdings 
of sterling were increased by $300 millions above their basic level by Britain’s 
purchases of dollars in 1947-48 to meet the crisis caused by the exhaustion 
of the post-war loans from the United States and Canada. Interest charges 
raised the Fund's sterling holding by a further $4 millions to $1,368 millions 
Since then, however, a number of countries—notably Japan—have purchased 
sterling from the Fund to a total value of $192 millions. Britain’s payment 
last month was therefore of the amount required to reduce the Fund’ 
holdings to the basic level of Britain’s sterling subscription, namely, $1,064 
millions. Since this repayment was not made under any pressure from the Fund 
it is a striking gesture of the Government's confidence in the health of sterling 
Certainly the gold and dollar figures, reproduced in our usual table on 
page 200, are remarkably good. The exceptional dollar surplus achieved in 
the early spring largely as a result of the inflow of short-term capital has been 
followed by an unusually large surplus in July—and this surplus was not, so 
far as is known, swollen by any special factors. American aid amounted to 
$15 millions in July and receipts from the E.P.U. in respect of the June 
surplus were $4 millions; as the reserves fell by $4 millions and the special 
debt payment to Europe came to nearly $99 millions, the dollar surplus with 
North America and other areas reached $76 millions. Moreover, a surplus 
of £9 millions was earned during the month with E.P.U., settled 50-50 in 
gold and reduction of Britain’s overdraft in the middle of last month. 
Early last month also the first monthly instalment, amounting to 43; 
millions, for the repayment of the remaining $2963 millions of Britain’s E.P.U. 
debt that remains to be funded was paid direct to the seven creditors. But 
the net loss of gold was small, since £74 millions of the payment was to Ger- 
many and was offset by the annual payment of the same magnitude on 
Germany's debt to Britain. No further payments will be made to Germany 
for twelve months, and the monthly settlements are thus expected to be limited 
to £750,000. 
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The trade figures continue to suggest that, when all the necessary allow- 
ances for distortions in coverage and timing have been made, the surplus on 
the balance of payments is now running considerably above its level a year 
ago. Exports in July were, at $256.3 millions, the highest since March; and 
imports fell fractionally from their June level (but quite sharply on a daily 
basis) to £289.8 millions, leaving an exceptionally small adverse balance of 
trade of £33 millions for the month. More significantly, the comparison over 
the first seven months of the year is also highly favourable. Exports in 1954 
were Just over {100 millions higher than in January-July, 1953, whilst imports 
were over £20 millions smaller. The upshot was that the adverse balance of 
trade fell, on a monthly basis, from {61} millions in the first seven months 
of 1953 to £44 millions in 1954. 


EXASPERATIONS at the workings of the system of capital issues control con- 
tinue to grow. Hardly a week passes without producing fresh evidence of 
principles in its operation that have either been anomalous 
C.1.C. and all along or are now demonstrably outworn. This vexation 
Hire- will be only shghtly appeased by the nature and manner of 
purchase’ the Chancellor's climb-down in the matter of hire-purchase— 
announced immediately after the latest instalment of the 
familiar tirade from Mr. Gibson Jarvie, of the United Dominions Trust (whose 
arguments this time rightly commanded more City sympathy than they could 
enlist a couple of years ago). When the Board of Trade last July withdrew 
the controls imposed on hire-purchase in 1952, it was emphasized that the 
limitation upon finance for hire-purchase still remained—despite the fact 
that everyone knew that the C.I.C. control was being by-passed by short-term 
financing and by a spate of formations of finance companies, each with a 
capital below the £50,000 at which the C.I.C. comes into play. The U.D.T., 
for its part, has expanded rapidly in all its spheres of activity (of which hire- 
purchase finance is only one), despite the refusals of the C.I.C. In all the 
circumstances, the Chancellor might have been expected to drop this particular 
control entirely; instead he has merely informed the C.1I.C. and the banks 
that it would not be “‘ appropriate to operate this limitation by imposing a 
rigid ban on all new finance for hire-purchase ’’—while emphasizing that an 
“excessive expansion ’’ of consumer credit would not be in the national 
interest. 


A STRIKING movement shown by the clearing banks’ figures for the three 
weeks to July 21 was an increase of 439 millions in investment portfolios, 
raising them to {81 millions above their level of mid-March 

Banks last. Nearly £35 millions of this latest movement was 
Buy attributable to two banks—the National Provincial and 
Gilt-edged Westminster—whose investment ratios had been running 
appreciably below the level shown by the other banks. The 

Government’s conversion operations seem, In effect, to have given a signal for 
te-entry to the market; and the banks may also have been anticipating the 
tepayment of advances from the proceeds of the long-awaited B.E.A. loan. 
Aggregate net deposits rose during the three weeks by {10 millions; in the 
irst fortnight of July, 1953, they fell by roughly that amount, but the July 
igures for the years 1950-52 showed more substantial increases. The advances 











item fell by #13) millions, but this movement may have been strongh 
influenced by the distorting effect of the inflation at end-June of the included 
intra-bank clearings. Our customary analysis of the figures by comparisor 
with the Exchequer return and the trend of the note circulation (which, oj 


july 21, Change on 
1054 Month Year 
/m. fm. fm. 

Deposits — os +. 0400.1 —- 67.0 - 219.3 
Net  Deposits* is a 6244.0 + 10.1 +- 230.3 

.¢ & 

/o | 
Assets as as - 2740.7 (33.2) - G.0 - 68.4 
Cash a es rok - 533-8 (8.3 ~ 2.5 - 23.4 
Call Money we - a 427.9 (6.6) —- 26.6 — 32.3 
freasury Bills .. se . lOOT.1 (16.9) > 88.3 - 92.7 
Other Bills ae = 03.9 (I.4 ~- 4.9 33.3 
‘nvestments plus Advances.. - J174.1I (64.6) » £6.58 -~ 303.9 
Investments... - na 2350.6 (36. 4) - 39.2 210.4 
Advances - ms ws 1823.5 (28.2) — 13.6 + 93.5 


\fter deducting items in course of collection. + Ratio of assets to published deposits. 


course, rose sharply during the period) suggests that the central Government 
was leaning much less heavily upon the banks than might have been expectec 
from the size of its visible domestic deficit and the need to finance a continuing 
surplus on the external balance of payments. Departmental  gilt-edged 
operations during these three weeks seem to have resulted in substantia 
net sales—to an amount probably exceeding the £39 millions absorbed by 
the banks. 


THIS year's report of the International Monetary Fund on exchange restric. 
tions is a far more encouraging document than at first appears from the sheer 
bulk of its useful, 1f somewhat frightening, survey of th 

Towards range and variety of impediments to international payments 

Freer that are still maintained by its members. In fact, of course 
Payments great progress towards a freer system of trade and payment: 
has been made by at least most European countries during the 
past vear, and the Fund's report is not stinting in its appreciation. It states that, 
‘the outstanding feature in the past year was a movement among the leading. 
trading nations toward the removal of barriers and impediments to trade an¢ 
payments ’. The increasing facilities for multilateral settlements that wer, 
established is also noted in the report, and special tribute is paid to the action 
of Britain, the Netherlands and Germany in removing restrictions on the us 
of their currencies for transfers outside the dollar area. The report als 
commends the move towards non-discrimination in trading policy, an( 
recognizes the significance in this respect of the reopening of the great com 
modity markets in Britain, with free access by merchants to all sources 0| 
supply. 

The really optimistic note in the Fund’s report is, however, the claim that 
these measures have not been taken simply as temporary relaxations permitte¢ 
by rising reserves, but that, on the contrary, “‘ many countries have now 
reached the point where they are re-examining more carefully not only the 
need for the current level of restrictions but also the more fundamentd 
question of reliance upon restrictions to cope with balance of payment: 





ng 
1de¢ 


“"1son 


i ©) 


SS A ep Pe 


wi = SL 


nent 
ctec 
uing 
Igec 
ntia 


1 by 





pond 
C 
GD | 


A BANKER’S DIARY 
difficulties ". And it states flatly that in the coming year “ further progress 
in this direction may be expected’. This analysis adds little to what was 
not known before. But the fact that the Fund recognizes the value of the 
practical steps that have been taken towards convertibility may justifiably 
give rise to the hope that it will now be prepared to provide some of the 
financial facilities necessary for the taking of the final step. 

Further evidence of the relaxation of restrictions on international payments 
was given by the statistics of international usage of sterling contained in the 
annual report of the Bank of England—as usual those details are the sole 
new information conveyed by that report. The aggregate turnover of ster- 
ling for payments within the non-dollar world (excluding transfers within 
the sterling area or between countries of any other single monetary area) 
rose from £379 millions in 1952 to £802 millions in 1953. A large part of this 
impressive expansion was due to the restoration of arbitrage facilities between 
nine European countries last year. The London foreign exchange market was. 
in the words of the Bank, “ quick to make use of the [increased| oppor- 
tunities ’’, and transfers of sterling between the arbitraging countries rose 
from £45 millions in 1952 to fully £481 millions in 1953. The other important 
source of expansion was, of course, the reopening of the commodity markets. 


THE granting of share options as a means of rewarding the heavily taxed 
director or executive has been wrecked by the recent action of the Com- 
missioners of Inland Revenue. A number of companies have 

Action this year awarded to executives options to buy newly-issued 

on Share shares at some future date at a price fixed currently—a device 

Options that seemed to hold out the promise of a tax-free gain without 

involving the recipients in any lock-up of capital such as would 
be involved if they bought the shares outright in the ordinary way. This 
bright promise opened up because it was thought that the value attaching 
to these options would be assessed for income tax and surtax by reference to 
the date on which the option was granted by the board of directors and not 
to the date on which the recipient finally decided to exercise his purchase 
right. This assumption now appears to have been a mirage, for the Com- 
missioners Of Inland Revenue have stated that tax will be assessed with 
reference to the date on which the option is exercised. Thus the whole of 
any rise in the price of the shares between the date on which the option was 
granted and the date on which it was exercised will be liable for tax—and in 
all cases in which this device would be likely to be employed, the rate of 
taxation would be so penal as to remove almost all the advantage it sought 
to convey. 

In making this announcement, the Commissioners of Inland Revenue 
admitted that “for some time the official view of the law’ was that the 
relevant date for assessment of the value of the option was that on which it 
was granted. The law on this crucial matter of dates does not, in fact, seem 
to be definitely established. And, indeed, the Board’s confession that its 
legal advisers upon interpretation have altered their views might be regarded 
by some taxpayers as a virtual invitation to test the new view in the Courts. 
The Board, however, ought now to have made doubly sure that its latest 
statement is watertight—even though it admits that “ special features’ in 
particular schemes may affect the general principle. It should be observed. 
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too, that if the Inland Revenue finds that it has had a mistaken view of the 
law, it has not only the right, but a duty, to correct the mistake. Its latest 
announcement, however, did create in some quarters the unfortunate impression 
that it was not in this case simply administering the law but was flatly stating 
what the law was. That view may be too harsh, but there may still be ground 
for resentment. If, over the vears, the Inland Revenue has created the 
impression among lawyers, directors and accountants that there were some 
unsettled legal doubts about the method of assessing tax on options, then it 
might be argued that the recipients of these options took them with their eyes 
open to the possible dangers of a stringent basis of assessment. If, on the 
other hand, the Inland Revenue had in its dealings with the public established 
the impression that the law was clearly what it itself first thought it to be, 
then it would deserve censure, both for its mistake and for the manner of 
its volte-face. 


As from January I next the National Provincial Bank is to withdraw from its 
joint ownership with Lloyds Bank in Lloyds & National Provincial Foreign 
Bank Ltd., and its 50 per cent. share in the £1,200,000 

N.P. Leaves capital of that institution will be acquired by Lloyds. The 

the Foreign National Provincial will continue, however, to use _ the 

Bank services of the Foreign Bank in an agency capacity. This 
announcement last month took most banking circles by 
surprise, for this partnership between the two clearing banks dates from as 
long ago as 1917, and no clear reason for the change has been disclosed. The 
Foreign Bank is a private company, and does not publish its accounts. The 
official statement confined itself to the bald affirmation that ‘ both parties 
feel that there are advantages to be derived from the substitution of sole 
ownership for the present joint proprietorship’. It seems reasonable to 
infer, however, that the National Provincial Bank had come to regard the 
advantages of direct representation abroad—whether joint or “‘ sole '’—as fess 
apparent than they seemed when it joined Lloyds in this venture nearly forty 
years ago. There have, indeed, long been differences of view among the 
English banks about the best means of conducting business overseas. Since 
the banks could not in any event extend their direct representations abroad 
to a comprehensiveness comparable to their domestic branch networks, a 
large part of their own and their customers’ overseas transactions has in any 
case to be handled through the agency system; and one of the “ Big Five ” 
banks—the Midland—has always acted on the view that the most fruitful 
co-operation with its correspondents under this system was not likely to be 
attained if it entered into direct competition with some of them by establishing 
branches or subsidiaries in their territories. 

Lloyds Bank was the first exponent of the other view. The Foreign 
Bank, which now again becomes its wholly-owned subsidiary, resulted from 
its acquisition in 1911 of the Paris business of Armstrong & Co.; branches 
were later opened elsewhere in France and in Belgium, Switzerland and 
Monaco, and now number ten. The Westminster Bank entered Paris in 1913 
(establishing Westminster Foreign Bank) and Barclays followed in 1922 
(establishing Barclays Bank (France) by the acquisition of the French sub- 
sidiary of Cox & Co.). 
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How Good a Creditor ? 


MID all the cautionary and hesitant reservations with which the cause 
of convertibility is being pleaded in official British quarters, the one 
that is most often stressed is the continued poverty of the United States’ 
performance in the role of the Good Creditor. This provides an excuse that 
seems to satisfy all schools of thought. It appeals not only to the opponents 
of convertibility but also to those who fear rather than oppose it; for they 
can free themselves from all pangs of conscience by pointing the finger of 
accusation not at the weakness of their own faith but at the American Adminis- 


tration that refuses to make the world safe for convertibility. The supporters 


of the cause can likewise look askance and accusingly at Washington and 
indulge the always pleasurable emotion of outrage at frustrated good 
intentions. Most people, Chancellors of the Exchequer included, dearly love 
an excuse for not tackling tricky problems—especially when things are going 
well and pleasantly. 

This is not to imply that the need for a good creditor policy on the part 
of the United States is no longer a condition of the successful and enduring 
achievement of the goal of convertibility. If freedom of international pay- 
ment for current transactions and if the dismantling of discrimination in 
trade are to be secured and maintained for more than a few months. more 
convincing evidence than has been vouchsafed so far will have to be provided 
that the giant economy of the United States will not unbalance its payments 
with the rest of the world by oscillations greater than can be cushioned by 
the available volume of reserves. It was right to insist on some assurance of 
such equilibrium as a prerequisite of convertibility: but by pushing the 
requisite guarantees far enough an effective argument against all positive 
initiative on the part of the non-dollar world can be conjured up. 


ARE ASSURANCES LEss NECESSARY Now ? 

How far these hoped-for guarantees of good creditor policies need to go 
is a question particularly raised by recent evidence of the ease with which 
the non-dollar world has withstood the impact of an appreciable fall in 
industrial production and national income in the United States. The g per 
cent. fall in industrial output—shown by the first half of 1954 compared with 
the first half of 1953—has been accompanied by a fall of 2.7 per cent. in gross 
national product and a contraction of over 10 per cent. in imports into the 
United States. The expected impact of these developments on the economy 
of the non-dollar world has, so far, been averted. This resistance is thus 
explained in the U.S. Department of Commerce Survey of Current Business: 
’ The decline in United States demand for imported raw materials was com- 
pensated by the rising demand abroad, with the result that prices of inter- 
nationally traded raw materials have remained relatively stable since the 
middle of last year... . Increased production abroad, particularly of basic 
agricultural products and fuels, has substantially reduced foreign dependence 
upon supplies from the United States ” 
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Some commentators have been generalizing rather too glibly from this par- 
ticular instance of immunity to the contagion of American recession. They 
have argued that the days of the dollar gap are over—or at least numbered— 
and that Keynes’s posthumous article in the Economic Journal, in which he 
predicted an abundance rather than a shortage of dollars, is coming true just 
within the time limit of “ five to ten vears ’ that he projected from 1945 
This seems to be carrying optimism rather tar. Keynes's basic argument 


about the “ hidden forces "’ that are ever making for international equilibrium } 


and that must make the United States “a high living, high cost country 
beyond any previous experience’ was undoubtedly justified; but the fact 
remains that an economy of the relative size and dynamism of the United 
States can, even when in approximate equilibrium, be a fearsome as well as 3 
welcome and stimulating element in the world economy. The desirability of 
the United States behaving as the great and dominant creditor country it has 
become is little shaded down by the fact that the non-dollar world is n 
longer so chronically unbalanced on its dollar accounts as it was in the 
immediate post-war years. The question, ‘“ How Good a Creditor ts th 
United States likely to be ? ’’, is still highly relevant to the whole exercise 
convertibility and the drive for a multilateral world. 

Any answer to this question must begin by taking a brief glance at the 
behaviour of the balance of payments of the United States in recent years 
The balance of current transactions, excluding any aid but including the 
expenditure of U.S. military agencies on their own foreign establishments 


has been moving impressively against the United States since 1951. In that | 


year the United States had a credit balance of $4,172 millions. In 1952 this 
had been reduced to $3,045 millions, in 1953 to $875 millions, and in the 
first quarter of 1954 to $138 millions. The flow of aid from the United States 
to the non-dollar world—the main counterpart to this current account surpius 
—has of course fallen too, though less steeply, from $2,912 millions in 195: 
and $1,930 millions in 1952 to $1,773 millions in 1953 and $396 millions for 
the first quarter of this year. Another balancing item that has shown con- 
siderable reduction this year is the direct investment of United States capita! 
in overseas enterprises and subsidiaries. Whereas this capital flow amounted 
to $1,306 millions in 1951, $1,706 millions in 1952 and $1,388 millions in 
1953, it had fallen to a mere $137 millions in the first quarter of this vear 
But this decline reflects the completion of certain large capital expenditures 
in Middle East oil enterprises and in Canada, and it may be assumed that 
this direct investment of American capital abroad will once again gather 
momentum. One development alone, the entry of the new international ol! 
consortium in Persian oil operations, will involve a considerable outlay ot 
American capital in that part of the world—including the payment for 
participation in the consortium that will find its way into the accounts of the 
Anglo-Iranian Oil Company. 

Apart from this direct investment of American capital, the net flow of long- 
term capital through loans made by the International Bank and the Export- 
Import Bank, and by public issues, is also beginning to show a declining 
tendency. One of the reasons for this is that capital repayments to the 
United States in respect of loans made in recent years are beginning to acquit 
considerable importance. These repayments are now running at a rate ol 
over $600 millions a year, or double the rate for 1951. The net amount 0 


~~ 


~~ 














HOW GOOD 4 CREDITOR ? 











long-term capital investment, excluding direct investments, was $564 millions 
in 1952, $390 millions in 1953 and only $56 millions in the first quarter of 
this year. . 

[f the final outcome of the balance of payments—including capital as 
well as current transactions—is gauged from changes in the United States 
monetary gold reserve, it would seem that in 1951 there was a net surplus of 
$53 millions, a net surplus of $379 millions in 1952, a net deficit of $1,163 
millions in 1953 and a return to a modest surplus of $56 millions in the first 
quarter of this year. The trend is unmistakably against the United States. 
If these figures are considered in relation to the appreciable decline that has 
already occurred in dollar assistance to foreign countries, it can be shown that 
the dollar is much less “ hard” to-day than it was two or three years ago 
and that the behaviour of the more permanent items in the United States 
balance of payments becomes less and less consistent with the picture of a 
chronically scarce dollar and an everlasting dollar gap that still torments 
many minds. 


DOLLAR AID IN 1954-55 


But if the prospect has lost this nightmare quality, it still contains some 
ominous possibilities—threats to world stability that can be removed only by 
‘good creditor ’ policies. One important determinant of the behaviour of 
the American balance of payments in the early future is, of course, the extent 
of external aid. It is now known that the Administration is planning to 
spend about $5 billions in foreign aid in the new fiscal vear that ends in mid- 
1955. Ihe Mutual Security Act that has recently been passed provided 
authority for the expenditure of $3.4 billions in the year. The additional 
$1.6 billions will come out of previously authorized expenditure. The new 
Act represents a consolidation of previous laws governing the aid expenditures 
of the U.S. Government. The most important single item is $1.6 billions for 
straightforward military aid, including the supply of arms and equipment to 
allied forces of N.A.T.O. Most of the remainder is made up of direct support, 
such as the budgetary contributions to France to continue and wind up the 
war in Indo-China and economic aid (with military strings attached) given to 
such countries as Greece, Turkey and Pakistan. There is also a small item 
in this budget for “‘ technical assistance ’’, which is the-inheritor of the old 
Point Four programme of President Truman. 

It will be seen that the amount of military and economic assistance 
provided by the United States Administration will continue to be substantial, 
though declining. Much of it, represented as it is by the outright grant of 
military equipment, will provide no direct benefit to the non-dollar world’s 
balance of payments. Direct payment benefits are, however, promised in 
the programme of offshore purchases—exemplified by the $40 millions order 
recently placed in Britain for Centurion tanks for delivery to N.A.T.O. 
countries on the Continent. Recent threats from Congress that mutual aid 
to America’s allies would wither away rapidly have not been substantiated, 
though it would be reasonable to assume that, with the end of war in Indo- 
China and with the disappointments that are being met over the implementa- 
tion of the European Defence Community plans, this source of dollars to the 
rest of the world may before long dwindle to a negligible trickle. 

More disappointing than this tapering off of military and economic 
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assistance is the apparent inability of American capital to seek investment in 
foreign countries on anything like the anticipated or desired level. Direct 
investment will no doubt continue to be made on an appreciable scale; but 
it will be well to remember that it is on this kind of investment that the 
return to the lender—and therefore the income burden on the balance of 
payments of the non-dollar recipient countries—is greatest. The American 
private investor is more shy than ever of foreign commitments. His main 
contribution to an outflow of capital has been made through his indirect 
participation in loans made by the International Bank. These loans, together 
with Export-Import Bank issues, have grown steadily from $322 millions in 
1951 to $639 millions in 1952 and S806 millions in 1953; and the trend is 
still upwards. This upward trend, however, is being negatived by the rising 
tide of repayments, to which attention has already been drawn, on loans 
made in earlier vears. 

It is interesting to note, on the other hand, that foreign capital is once 
again coming into the United States. There have been some major and well- 
known instances of direct investment, such as the new Courtauld’s venture in 
the United States to replace the Viscose Corporation interest that was taken 
from the British company during the war, and the spectacular investment by 
the Bowater Group in paper and pulp developments in Tennessee. And it 
may be svmbolical—and, if so, highly significant—that an American public 
utility company, the International Standard Electric Corporation, has recently 
floated a debenture issue of 75 million Swiss francs in the Swiss market. It 
is necessary to look back many vears—probably before World War I—to find 
the last occasion of a bond issue made in the European market to mobilize 
capital destined to develop the resources of the United States. This particular 
operation, explained by and based on the exceptionally low level of interest 
rates now prevailing in Switzerland, was the first substantial issue made as 
a result of the recent close linking up of interest between the London firm of 
Messrs. S. G. Warburg & Co. and the New York house of Kuhn Loeb & Co. 
The ostensible intention of the closer association of these two issuing banks 
was to mobilize American capital for use in Europe and in Europe's dependent 
territories. It is a strange irony of fate that the first fruits of their co-operation 
should have been a substantial movement of capital in the opposite direction. 
The habit of overseas lending is not being reacquired easily in the United 
States, and the Administration in Washington is not going out of its way to 
implement the modest proposals that were made by the Randall Commission 
to remove the fiscal handicaps against which such investment has to contend. 


TARIFF DISAPPOINTMENTS 

Upon the other proposals of the Randall Commission the performance of 
the United States Administration has also sadly belied the hopes stirred 
earlier this year by the terms of that report—as well as by the President's 
own pronouncements upon them. The Reciprocal Trade Agreements Act has 
admittedly been renewed, but for one year only and without any of the 
alleviations that were recommended by the Randall Commission. The “ peril 
point ’’ and “‘ escape clause ’’ remain, and they are being used to dire purpose. 
The power of the President to reduce tariffs by reciprocal negotiations has 
not been increased; on the contrary, it has been restricted by a verbal assurance 
to Congress that even the powers that remain in his hands will not be used 
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until the present extension of the R.T.A. Act expires. A modest attempt has 
been made to tackle the problem of simplification of tariff procedure and 
valuation, but even these alleviations fall far short of what the majority of 
the Randall Commission proposed. On all these counts the best that can be 
expected between now and mid-1955 is a virtual standstill in United States 
tariff and commercial policy. The one hope of slight alleviation is provided 
by the fact that the United States is sponsoring Japan’s entry into the 
G.A.T.T. and will before long engage in tariff negotiations with that country. 
Anv concessions the United States may extend to Japan will, by the terms 
of the G.A.T.T., have to be extended to all other contracting parties. 

Even the negative hopes of a mere standstill in U.S. tariff policy must, 
however, be undermined by the recent performance of the Administration in 
failing to stand up against recommendations for higher tariffs by the Tariff 
Commission. The Commission last month recommended an increase in the 
duty on Swiss watches, just as it had done on a previous occasion when 
President Truman was still at the White House; but whereas President 
Truman rejected the advice of the Commission, his successor has accepted it. 
The Swiss watch industry is therefore facing a grave threat to its export 
trade and is exhorting the Swiss Government to take strong retaliatory action. 
Again, a development that may hit British industry seriously is the demand 
that has just been tabled by American bicycle manufacturers for a sub- 
stantial increase in the tariff on imported bicycles. If this initiative develops 
on the lines set by the precedent in watches, an ominous breach will have 
been made in the good liberal intentions of United States commercial policy. 
The course of these proceedings will certainly be charged with significance 
and will deserve the anxious scrutiny with which they will be followed. 


WHAT SUPPORT FOR INTERNATIONAL RESERVES ? 

Another major question of ‘‘ good creditor behaviour—the question 
whether the United States will furnish the additional reserves of international 
credit that will be required if convertibility is to be assured without serious 
risk of contraction of trade—will no doubt be actively discussed at the forth- 
coming meeting of Governors of the International Monetary Fund. Well- 
informed reports from the United States suggest, however, that the Adminis- 
tration will turn a deaf ear to the proposal that stabilization credits should be 
opened by the Federal Reserve Bank in favour of countries intent on making 
their currencies convertible. Treasury credits geared to this cause are also 
out of the question, if only because the Congressional time-table—now that 
the recess has begun and the November elections will soon be casting their 
shadows in front of them—would make it impossible to pass legislation. 

As a source of additional reserves there remains the International Monetary 
Fund itself; and that institution, many United States spokemen have argued, 
is the obvious instrument for canalizing the necessary reserves to deserving 
recipients. Unfortunately, the I.M.F. does not command adequate resources. 
Its members’ quotas, which are the sole source of its funds, were fixed in terms 
of a value of world trade smaller than that transacted now. Moreover, its 
articles of agreement place severe restrictions on the freedom with which 
members can have access to their quotas. The general rule is that a member 
country may buy foreign currency from the I.M.F. only up to such an amount 
aS Is consistent with the requirement that the Fund's holding of that member’s 
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currency shall not rise by more than 25 per cent. of its quota in any one year, 
The combined quotas of sterling area countries amount to $2,130 millions: 
hence, on a strict interpretation of the articles of agreement, the maximum 
that could be made immediately available to the sterling area would be $530 
millions.* There are, however, hopes that more liberal facilities may be 
obtainable for the purpose of buttressing a move to convertibility. And it 
was doubtless with the discussion of that possibility in mind that Britain 
decided last month to resell dollars to the Fund to the extent necessary to 
reduce the Fund’s holding of sterling to the amount it held before Britain’s 
dollar purchases in 1947-48 (see page 130). The view seems to prevail in 
high quarters in London that the Fund would readily waive the restrictions 
on access to its resources for countries in genuine need of stabilization credits, 
and would be prepared to grant “ stand-by ’’ facilities representing up to 
two vears’ access to quotas. On this basis, the sterling area could secure 
over $1,000 millions of such credits. It may be that discussions on this 
subject have already taken place between the capitals concerned. If so, 
more will no doubt be heard of the relevant changes in the articles of agree- 
ment when the Governors meet at Washington later this month. To set 
these possibilities in perspective, 1t should be noted that the gold and dollars 
now held by the Exchange Equalization Account, together with one-half of 
the quota of sterling area countries at the I.M.f., would make a total of some 
$4 billions, or the equivalent of about 20 per cent. of total annual imports into 
the sterling area—scarcely more than half the ratio of reserves to imports 
that obtained in 1938. And then, of course, the ratio did not depend upon 
any such external facilities as are now hoped for from the I.M.F. 

This rapid survey of the main facets of America’s behaviour as a good 
creditor reveals no miracle of liberalism, nor even any striking act of faith. 
America’s attitude, judged solely by recent acts as distinct from protestations, 
does not at first sight beckon enticingly to countries that hover on the brink 
of convertibility decisions. It was alwavs unwise, however, to expect any 
iniracle, or even any sweeping transformation of policy. The recent retreats 
trom liberalism to which so much attention has been drawn can still be fairly 
regarded as marking little more than a minor setback in the sustained and 
broad advance towards lower tarifts that has been made by the United States 
since the end of the war. The rest of the world should avoid impatience or 
pique at the present lack of leadership in commercial, as in many other 
aspects, of American policy. There is, admittedly, reason for disappointment 
ind for criticism, especially of the political and strategic ineptitude of recent 
tarift developments; for at this time, of all times, such developments must 
strike a blow at the strength and cohesion of the Western alliance. But it 
is far too soon to assume that the trends show the United States to be 
shrinking back into economic isolation or to argue, on this rather petty 
‘vidence alone, that all further plans for moving towards convertibility should 
be indefinitely pigeon-holed. But Britain and its partners in the sterling 
area and in the O.E.E.C. are fast nearing the position at which they are well 
entitled to say—in all honesty, and not merely as a convenient excuse—that 
it is from the good creditor that the next move must come. 


Plus anv sterling that might be purchased trom the [I.M.F. by other member countries. 
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What Pattern for Money Rates ? 
I— Agreements and Margins before 1951 


VER since the change in monetary policy at the end of 1951, there has 

been much discussion in City banking circles and in the money market 

about what should be regarded as the “ proper’”’ pattern of short-term 
rates in the new circumstances. This particular discussion has been focused 
upon the relationships between the several rates rather than upon their 
absolute level—although from time to time, of course, there has been much 
talk about that as well. 

The distant observer may perhaps be surprised to find that this question 
of “‘ proper’ relationships is still being raised at all, given the fact that the 
whole system has been moving steadily towards flexibility and therefore to 
conditions that afford greater scope for the natural determination of rates. 
The implied criticism is well founded. It is indeed true that some of those 
who are most worried about particular rate-margins are precisely those who 
have least understood the fundamental purpose and virtue of the new policy, 
and who have not yet shaken themselves free from the concepts of rigid rates 
and arbitrarily determined margins by which they were surrounded for so 
many years. But that is not the whole story. 

Even if the system were already as free and flexible as in the last phase 
when Bank rate was a fully operative instrument—the phase before 1932— 
several key rates would still be settled by the conscious decision of the banks 
rather than by the interplay of day-to-day forces in the market. Those 
forces would, of course, limit the banks’ discretion, and their “‘ decided ’’ rates 
would have to be such as could be readily sustained side by side with those 
that were fully flexible at all times; but there would still be considerable scope 
for deliberate choice by the banks. To enquire into “ proper ’’ relationships 
is not, therefore, necessarily to misconceive the aims of the new policy— 
provided that the objective of the exercise is not to re-create the arbitrary 
relationships of the past but to ensure that the “‘ decided ’’ rates harmonize 
with the flexible ones and are as few as can be contrived. 

It is doubtful, perhaps, whether recent thinking in commercial banking 
circles has generally taken this liberal form. But particular aspects of the 
whole problem were thrust more forcibly upon the banks and money market 
after the first reduction of Bank rate and especially after the reduction to 
3 per cent. last May, notably by the temporary widening of the margin obtain- 
able by the discount market between its tender rate for Treasury bills and 
the rate it pays to the clearing banks for short loans to finance those bills. 
This issue, among others, inevitably led the banks into more deliberate dis- 
cussion of the relationships within the pattern of short-term rates as a whole; 
and, equally inevitably, this invited comparisons with the patterns that 
obtained in different phases before the era of pegged rates. 

It would be naive to suppose that the experience in those earlier phases 
can furnish any ready-made answers to the questions the banks are asking 
themselves now. It is more than twenty-two years since there was last a 
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venuinely flexible money market 1n London; and the aims and nature of 
present monetary policy, as well as the surrounding social, economic, and 
financial conditions, are fundamentally different from those of the nineteen- 
twenties and early ‘thirties. But these rather distant precedents afford the 
only specific guidance that is available, and much may helpfully be learned 
from a careful study of them—notably by asking the question how far 
particular relationships that emerged in those days were the product of con- 
ditions and needs that no longer obtain, or how far they were the reflection 
of more fundamental and enduring forces. The purpose of this enquiry is to 
assist thought on these lines by assembling some of the relevant data from 
the past, and to show how and why some rates came to be mainly “ decided ” 
rates instead of being left free to fluctuate from day to day, or even from 
moment to moment. And as some of this material is not, so far as THE 
BANKER is aware, readily accessible elsewhere, the opportunity has been 
taken to carry the story somewhat farther back than might otherwise seem 
necessary. This first article assembles the data for successive periods before 
1951; a further article will examine the recent relationships in the light of 
the earlier experience and of current needs. 


ORIGIN OF DEpOsIT RATE AGREEMENT 

Much of the recent discussion has naturally been focused upon the clearing 
bankers’ deposit rate and their minimum charge for short loans to the money 
market, since these are the only two rates that have been traditionally fixed 
by the banks in concert at an agreed margin below Bank rate. Since the 
war, moreover, both before and after the introduction of the ‘“‘ new "' monetary 
policy, these two rates have always been fixed at the same level, in flat con- 
tradiction of the principle that guided the banks in earlier phases of flexible 
money—the principle that the short-loan rate should always show the banks 
a profit over their published deposit rate.* And since the market rate of 
discount for both bank and Treasury bills depended upon, and was normally 
always above, the short-loan rate, the traditional principle ensured a slightly 
larger profit margin upon the banks’ other interest-earning liquid asset, the 
bill portfolio. The n itural starting point for examination of the classical 
relationships between all three rates is, therefore, the origin of the two 
‘fixed rates. 

The deposit rate agreement—and, less directly, the short-loan agreement, 
toc—sprang originally from efforts to check the monetary instability and the 
dangers to the security of the banking system itself that were arising from 
extravagant and even reckless competition between the banks. The deposit 
rate agreement is much the older of the two, dating from roughly a century 
ago. In the eighteen-fifties the new joint stock banks were frenziedly bidding 
for deposits, and their struggle to employ costly money at a profit led them 
into much doubtful paper which recoiled upon them in the crisis of 1857. 
The convention had already been established that deposit rate in London 
should ordinarily be 1 per cent. below Bank rate (as distinct from the flat rate 





* During the past omente years there have been two or more separate minimum rates i 
short loans, according to the nature of the collateral tendered. For the purpose of comparison 
with earlier periods, the relevant rate is the lowest of these minima, i.e. the rate for loans 
against Treasury bills. 
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of 2) per cent. that generally obtained in the country), but the crisis demon- 
strated the folly of holding to the convention when Bank rate rose to very 
high levels. The rule of allowing “I per cent. under ”’ was normally main- 
tained, however, for many years, even for current account balances. Until 
the ‘seventies this generally left a comfortable profit-margin on discount 
business, since the market rate of discount was usually close to Bank rate. 
Thereafter, the margin between market rate and the London deposit rate 
often shrank to a mere fraction, or even disappeared, chiefly because the 
increasing foreign money in London not only forced discount rates down but 
produced such large fluctuations in them as to compel the Bank of England 
to drop its principle of “ following the market. During the cheap money 
phase of the mid-'eighties, after market rate had for twelve months averaged 
fully ? per cent. below Bank rate, the London banks widened the margin 
between deposit rate and Bank rate from 1 to 1} per cent. (as soon as Bank 
rate rose, in May, 1886, from 2 to 3 per cent.). 

The resultant rule of allowing “‘ 13 per cent. under’ was consistently 
observed until World War I, except that it usually reverted to 1 per cent. if 
Bank rate dropped to 2 per cent., and usually widened to 2 per cent. if Bank 
rate went over 5 per cent. During the war the relationship to Bank rate 
became less consistent, because the dominant influence after 1916 was the 
Government's rate for selling Treasury bills “‘ over the counter ’’, a rate that 
often changed without any accompanying move in Bank rate. For most of 
1918 deposit rate was 2 per cent. below Bank rate, and this relationship was 
definitely established late in 1g919—with the result that the allowance actually 
mounted to 5 per cent. in the following year when Bank rate rose to 7 per 
cent. Except for the few weeks in 1931 when Bank rate stood at 2} per cent.,* 
this 2 per cent. differential was strictly maintained until the launching of the 
War Loan conversion at mid-1932, when Bank rate began its long stabilization 
at 2 per cent. 


DrEposItT ALLOWANCES AND CHEAP MONEY 

The margin then narrowed to 14 per cent., or less sharply than in most 
previous phases of very cheap money, so that through the pre-war phase 
trom 1932 the actual rate applicable to London deposits at seven days’ notice 
was 3 per cent., a rate previously experienced only in the ‘nineties. Higher 
rates were often paid in London for large deposits or longer notice, and, of 
course, on country deposits generally—but some attempts were made to 
breach the convention of the flat 2} per cent. rate there. 

It was not until World War II, however, that this country practice was 
drastically revised or subjected to any concerted action. When Bank rate 
returned to 2 per cent. in October, 1939, after its flurry on the eve of war, 
the London deposit rate (for seven-day notice) was restored to 4 per cent., 
leaving special deposits still subject to individual bargaining. Then, just 
before it launched its system of Treasury deposit receipts in mid-1940, the 
Treasury asked the banks not to pay more than 1 per cent. on any of their 
deposits; the presumption is, therefore, that 1 per cent. became the usual rate 








* Upon the reduction of Bank rate from 3 per cent.—in mid-May, a bare two months before 
the storm burst—deposit rate and short-loan minimum were both left unchanged, at 1 per cent. 
and 2 per cent. respectively. 












THE BANKER 








TABLE | 
RATE RELATIONSHIPS BEFORE WORLD WAR I* 
\nnual Averages (% 


| uf nde n 


Bank Market Deposit Short excess Excess 

Kate Ratet Rate Loans of (a) of (b) 

(a (b) (c) over (0) over (c} 

1Q0o 3.90 3.06 2.43 2.55 O. 30 I.23 
1QOI 3.72 3.160 222 2.30 0.56 0.94 
1gO2 3-33 2.897 1.53 2332 0.30 I.14 
1903 Pi 3-41 t+a5 2.01 O. 34 E.3O 
1904 3.30 2.08 1.50 1.90 0.62 0.88 
1905 3.00 2.50 1.50 1.75 O.44 1.06 
1906 4.27 3.99 2.08 2.52 0.25 I.3!1 
LQO7 4.93 4.47 3.15 2.20 0.40 I.29 
1908 3.01 32 1.49 2.03 0.69 0.83 
1909 3-10 2.29 I.00 1.75 0.51 0.69 
I9IO $433 3.16 24232 2.75 0.57 0.93 
IOI! 3.47 2.92 1.97 2.29 0.55 0.95 
1QI2 3.78 3.60 2.27 2.97 0.18 I. 33 
1913 4.77 4.37 3.27 3-79 oO. 40 1.10 


* Compiled mainly from data quoted in History of the London Discount Market, by 
W. T. C. King, upon which most of the pre-1914 material in this article is based. 
Later tables are compiled from The Economist and several other sources. 
+ Three months’ fine bank bills. 
for country deposits at notice and } per cent. the standard rate for London 
money, with lower rates for those current accounts on which any payments 
were still made. This pattern obtained until the Daltonian drive was opened 
in October, 1945, with a cut in the T.D.R. rate from 1} to 3 per cent., where- 
upon the “ bankers’ deposit rate ’’—now applicable to country as well as 
London deposits—became a maximum of 4 per cent. It was restricted, 
moreover, to deposits at fourteen days’ notice or longer; allowances on seven- 
day money and on all current accounts were entirely withdrawn. These 
arrangements remained unaltered until the launching of the “‘ new ”’ monetary 
policy in 1951; the changes that resulted then are best examined after a brief 
survey of the short-loan agreement. 


ORIGIN OF SHORT-LOAN MINIMUM 

The principle of agreement between the clearing banks upon a standard 
minimum charge, related to Bank rate, for short loans to the money market | 
dates from World War I, and was first formally adopted in 1921. Some 
groping towards this principle, apparently with support from the Bank of 
England, had indeed been evident long before that, notably before the Baring | 
crisis of 1890, when it was found that the widening of the deposit rate margin 
to 13 per cent. had accentuated the downward pressure on short money rates 
and aggravated the Bank’s task of keeping Bank rate effective. In default 
of agreement upon a minimum short-loan rate, the Bank achieved much the | 
same result by a succession of expedients, employed during the succeeding | 
twenty years, for itself borrowing surplus balances and re-lending on its own 
terms. These experiments were in effect the precursor of the “ special 
deposits ’’ system employed by the Treasury in World War I, a system that 
produced an increasingly rigid relationship between short-loan rates and Bank 
rate (or the “ tap’”’ Treasury bill rate). The way was thus prepared for the 
clearing banks’ agreement, after the war, upon a minimum short-loan rate 
that was fixed at I per cent. below Bank rate. This arrangement was 
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probably welcomed by the authorities in their effort to keep Bank rate 
effective during the chaos of the early post-war years; and it was certainly 
regarded as an important part of the mechanics of the restoration of the gold 
standard in 1925. 

During its first decade of operation—in the dear money phase of the 
'twenties—the arrangement was, however, much more flexible, and _ less 
arbitrary, than it subsequently became. Market discount rates then, as 
Table II shows, were generally kept in close relationship to Bank rate, so that 
day-to-day money generally commanded appreciably more than the clearing 
banks’ minimum; and those banks did not deny themselves the advantage. 
Though weekly “fixtures” of money might be lent at the minimum, “ night ”’ 
money and day-to-day money would usually be lent, in common with most 
non-clearing bank money (the so-called ‘‘ outside’”’ money) at the com- 
petitive rates of the day. When money was easy, however, most clearing 
banks would usually prefer to keep balances unlent rather than compete with 
outside lenders at rates below the minimum. With that then unimportant 
exception, the two rate agreements ensured that throughout this phase of 
a fluctuating Bank rate the clearing banks enjoyed a profit margin of not 
less than I per cent. between the returns from their money and bills and the 
interest cost of their London deposits (and also, through most of this phase 
of dear money, over the cost of their country deposits as well). 

Before the call loan agreement the principle of the profit margin had been 
sustained first by increasing the spread between deposit rate and Bank rate 
when market rates lost touch with the latter rate, and later by the action of 
the Bank in making its own rate effective. After the agreement the margin 
was secured automatically—and the whole arrangement was supportable 
because the resultant “ fixed’ rates were consistent, through this phase of 
dear money, with the rates freely settled by competitive forces. The agreed 
rates could be kept at a constant relationship to Bank rate because that rate 
was in touch with market rate, and generally in close touch. Through the 


TABLE IT 
RATE RELATIONSHIPS IN DEAR MONEY, 1919-31 
Annual Averages (°%) 


Treasury London 

Bank Bill Tender Deposit Short excess Excess 

Rate Rate* Rate Loanst - of (a) of (d) 
(a) (b) (c) over (b) over (c) 

1919 - - 5.15 3.89* 3.19 3.48 1.26 0.70 
1920 Ss 6.72 6.40* 4.72 5.18 O.32 1.68 
1921 “6 - 6.12 2.25" 4.12 4.63 0.9I 1.09 
1922 3.69 2.57 1.69 2.30 1.12 0.88 
1923 3-49 2.63 1.49 1.83 0, 80 1.14 
1924 4.00 3.39 2.00 2.62 O.OI 1.39 
1925 4.55 4.09 2.55 3.40 0.40 1.54 
1926 5.00 4.52 3.00 4.05 0.48 1.52 
1927 4.65 4.20 2.05 3-75 0.39 1.61 
1928 4.50 4.15 2.50 3.63 0.35 1.65 
1929 5.50 5.26 3.50 4.61 0.24 1.76 
1930 +i - 3.42 2.54 1.42 2.48 0.88 2.32 
193I es os 3-93 3-51 2.05 3-04 0.42 1.46 


* Three months’ bank bills in 1919-21. 

+ These rates relate only to floating money; they do not directly reflect the rates for 
‘fixtures ’’ or the clearing banks’ minimum. Different rates are also apt to be 
quoted by different sources. 
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years 1923-31, the annual average margin between Bank rate and the tender 
rate for Treasury bills only twice widened to as much as ¢ per cent. (in two 
years of falling interest rates). Through the quinquennium after the return to 
gold it was a mere 3} per cent., sometimes averaging only # per cent. over 
six months; and for the whole nine years it was a bare fraction over $ per 
cent. It is instructive to observe that virtually the same relationship obtained 
over the sixteen vears before World War I, when there was no short-loan 
minimum and despite the narrower spread then between deposit rate and 


. ) ) ; i } 
Bank rate; in those years, 1898-1913, the annual average margin between 


market rate (for three months’ fine bank bills) and Bank rate never rose above 


13, per cent., recorded in 1909, or dropped much below # per cent. (0.18 per | 


cent. 1n IQI2). 


‘* PROFIT-MARGIN |’ DISAPPEARS 


Much trouble was caused, especially for the discount market, as soon as 


the banks tried to hold their minimum short-loan rate when it was no longer 
supported by natural forces. When Bank rate dropped to 2 per cent. in 
mid-1932, the clearing banks short-loan rate came down, according to rule, to 
I per cent., whereas the London deposit rate remained at $ per cent., so that 
the intended profit margin was for the first time reduced below I per cent. 
But even that margin was not sustainable, for the pressure from the authorities 
reflationary monetary policy and from foreign funds dictated much lower rates. 
Competitive funds from the “ outside ’’ banks were available at much below 
the clearing banks’ minimum; and the clearing banks soon found themselves 
in the absurd position of refusing to lend even “ night money at less than 
t per cent. while bidding for three months’ Treasury bills at fractional rates 
(down to # per cent. or less at one time). 

Both rate agreements were obstinately held, however, until end-1934, 
when the banks at last agreed to cut the short-loan minimum to 3 per cent. 
And since they would not countenance any further cut in London deposit rate 
(apparently for fear of competition from outside sources, including the savings 
banks), they for the first time established the same relationship that obtains 
to-day. Their lowest rate for short loans reached parity with the deposit rate. 
For the first time, too, they differentiated between short loans against bills 
and those against bonds. The new #4 per cent. minimum applied only to 
bill money; loans against bonds still cost 1 per cent. (or ? per cent. if the bonds 
matured within six months). The apparent retention of a profit margin on 
bond money (over the deposit rate) was not, however, of much significance, 


~~ 


since the discount market’s financing of its bond portfolio became increasingly 


diverted to the cheaper funds obtainable from outside lenders. 


Even this relationship between the rate agreements would not have been | 


sustainable without the introduction of another arbitrary interference with 
the freedom of the rate pattern. The new short-money system had been 
introduced partly to save the discount market from the virtual extinction 
that then seemed to be threatening it and partly to support the banks 
deposit rate. For both purposes it was necessary to prevent the bill rate 
from again dropping below the money rate. There therefore arose during 
1935 the Treasury bill arrangement that has operated ever since—the 
‘“ syndication '’ and quota regulation of discount market tenders for Treasury 
bills and the voluntary abstention of the clearing banks from those tendets 
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except for the purpose of supplying their own customers. This arrangement 
was later buttressed by other devices designed to restrict “‘ outside ’’ com- 
petition, including the still subsisting “ anti-stagging’’ agreement between 
the clearing banks not to buy Treasury bills on the market within a week of 
their issue. By these arbitrary means the banks’ basic rate agreements were 
sustained through the pre-war quinquennium, and the bill rate was kept at 
a tiny margin over the short-loan rate (and therefore also over the deposit rate). 

During the war, roughly the same relationship obtained between bill rates 
and money rates, even though the bill-money minimum reverted to the 
pre-1934 rule of 1 per cent. under Bank rate (with the bond-money minimum 
at 14 per cent., or “ ~ per cent. under’). But as the London deposit rate 
was then the same as in the pre-war years—namely, $ per cent.—the principle 
of the profit margin was restored. And although it was a smaller margin 


TABLE II] 
RATE MARGINS IN CHEAP MONEY, 1932-51 


(Bank rate 2% throughout, except from August 24 to October 20, 1939) 


Treasury Clearing Banks 
Tender Deposit Bill- Bond- \verage Margins 
Rate* Ratet Money Money by over {d) over 
(d) (el ' 


) 
; {) i) 


1932 (June 30) ) 
to a o-e ms O.50O : ate r.0O9 >. 13 t¥ 


1934 (Nov. 21) j 


T . ‘ \ 
1934 (Nov. 22) | 
CoO = st be ) ~i) 50 oO.50 aes) », OW Nt 


1939 (Aug. 24) Jj 


1939 (Oct. 26 
to : acs [.03 ». 50 1.00 ‘. 


1945 (Oct. 21) } 


1945 (Oct. 22 
to , oe 0.5! ». 50 0.50 0.73 0.0! Nil 
1951 (Nov. 7) J | 
* Average for whole of each period 
f London deposit rate until 1940; for 1940-45 the rate stated is that presumptively 
general for “‘ London ”’ deposits; thereafter the $ per cent. rate became the maximum 
for all deposit allowances 


than had ruled before 1934, the banks must have gained from the effect of 
the imposition of the I per cent. maximum rate upon other deposits. This 
meant that, contrary to the position that obtained in the ’thirties, no deposits 
could receive more than the banks were earning on bills and call money, while 
“London ”’ deposits at least were receiving } per cent. less. This, it should 
be noted, is a more favourable relationship than obtains to-day, despite the 
higher level of rates. 

_ The present practice of fixing the two basic rates at the same level is, 
indeed, a legacy from the Daltonian phase. During the war it was a recurrent 
gnevance in Labour circles that the Treasury bill rate stood at 1 per cent., 
or twice its pre-war level, with the T.D.R. rate duly related to it at 1} per 
cent. Dr. Dalton’s first move to cheap money was accordingly a cut in the 
T.D.R. rate to = per cent., which was tantamount to an equally deliberate 
cut in the Treasury bill rate, and that required a corresponding reduction of 
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the banks’ short-loan minimum. The banks accordingly reduced their bill- 
money minimum to } per cent., restoring it to the pre-war level, and also 
cut the bond-money rate similarly, from 1} to ? per cent., with the rather 
unexpected result that bond money became cheaper (and its surcharge over 
bill money less) than before the war. The simultaneous changes in deposit 
allowances, already explained, gave the banks no corresponding saving (and 
probably no saving at all) on “‘ London’ deposits, but the reduction of the 
maximum for all deposits to } per cent. must have vielded an important 
saving on country deposits, and, in addition, all current account allowances 
were withdrawn. 

The net effect of these particular changes is therefore not easy to assess: 
but the principle that there should be a margin between deposit rate and the 
short-loan minimum had been relinquished, and it has never been revived 
since. The basic rates established in 1945 were, indeed, entirely unchanged 
until the rise in Bank rate in 1951. The only earlier variation arose from the 
concerted effort by the banks and market to force the rate for commercial 
paper appreciably above the unnaturally low rate maintained for Treasury 
bills, an effort that led the banks to introduce yet another differential rate for 
short loans; those secured by commercial paper became (and still are) subject 
to a higher minimum than those made against Treasury bills. 

The extent to which the rigidities established in that phase have given 
way during the past three years of transition to more flexible money will be 
discussed in a further article, which will also consider whether some of the 
interferences with market freedom that seemed excusable in the ‘thirties can 
still be justified now. 





British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


IDDERMINSTER is a prosperous manufacturing town of Worcester- 
shire that has retained many charming old buildings in spite of active 
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development in the nineteenth century. The town is, of course, most | 


famous for its carpets—though it is as difficult to see why as to trace the | 


origins of the birthday cards of Clerkenwell or the jellied-eel industry of the 
Old Kent Road. 

The branch of Lloyds Bank that forms the subject of our sketchbook 
this month is an extremely well-designed building carried out in brick and 
stone, in what can be classed, leaving all eccentricities aside, as typically 
good nineteenth century architecture. Further examples can be found up 
and down the country, often in country houses on the edges of manufacturing 





towns. The style was originally derived from a study of the Italian palaces 
at Genoa and Verona, and introduced into this country by Sir Charles Barry 
and Decimus Burton in the building of London clubs. It is interesting t0 
note that this style forms almost the exact contemporary opposite to the 
Venetian Gothic style of the National Bank of Australasia in Lothbury that 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 
Lloyds Bank, Kidderminster, Worcestershire 


was featured last month. In the nineteenth century architects were more or 
less divided into two camps, Classical and Gothic, but even the great exponent 
of the revived Gothic, Sir Gilbert Scott, turned out a Classical Foreign Office 
rather than lose the job. Afterwards he trotted out his rejected design, 
tefurbished, to form the St. Pancras railway station. 

It will be noticed that the building on the left of the drawing has been 
only lightly sketched in. It is an example of a style popular in the ’twenties 
—the “‘ white-tiled classical '’ much scattered through English towns by the 
late Sir Montague Burton. 
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Too Much Investment in Fuel ? 
By J. E. Hartshorn 


T was not long after the second reading of the Gas and Electricity (Bor- 

rowing Powers) Bill in the Commons last session that Sir Wiliam McGilvray, 

director-general of marketing to the National Coal Board, hazarded the 
public guess that if rationing were to be abolished British householders would 
want only about a million tons more coal a year. The statement came rather 
oddly at a time when the Coal Board was arranging to import considerable 
tonnages of coal because it could not produce enough from British mines to 
make the country’s stocks safe against the winter. It attracted little notice, 
though it irritated the Coal Merchants’ Federation, which promptly deplored 
such optimism about the possibility of freeing the market, asserting that 
official estimates of the residue of “‘ suppressed demand ”’ for coal in British 
homes put it at some 3 million tons a year. But since domestic coal rationing 


TABLE I 
FUEL’S SHARE IN GROSS FIXED CAPITAL FORMATION 


(f millions 


Proposed 
Total Average 
rage 1952 1948-53 1953/54- 
(approx. ) 1459/60* 
Nationalized fuel industries: 
Coal - a a 24 42 207 64* 
Gas ' : 20 47 227 49 
Electricity 7 7 a 09 162 $460 203f 
Total s = . 149 251 1,280 316 
Manufacturing industry .. ~~ 335 550 2 
otal, United Kingdom 1,393 2,000 10,536 


Sources: for 1948-52, and 1953 figures of total U.K. fixed capital formation, 
National Income White Papers; fuel investment figures for 1953, 


estimated: Averages from March 31, 1953, to March 31, 1960, Minister 


of Fuel and Power, Hansard, July o 
+ British Electricity Authority only. 


* Colliery investment only. 
is the last significant element of restriction upon demand for fuel in Britain 
to-day, Sir William’s estimate was in effect one of the best-informed guesses 
available as to the extent to which fuel shortage still: really exists. In 
retrospect, it seems a pity that he did not disclose it before the debate on the 
Bill to extend the borrowing powers of the nationalized gas and electricity 
industries, which has since become law. 

That debate echoed with guesses about the extent to which demand for 
fuel will exceed supply in the British economy over the next decade. It 
might have benefited from this comparatively calm estimate from an expert 
of the extent to which total unrationed home demand may exceed consumption 
to-day. For the debate was one of the infrequent opportunities that the 
House of Commons obtains to consider the present and future claims that 
the nationalized fuel industries continue to make upon the investment 
resources of the economy. Only two of these industries were directly con- 
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cerned, though the Minister of Fuel and Power did in fact think it proper to 
mention the claims that the coal industry, too, will be making. The National 
Coal Board had no need to place its claims before Parliament, or to produce 
the voluminous apologia that the Gas Council and the British Electricity 
Authority chose to publish before the debate. For the Coal Board, unlike 
these secondary fuel industries, does not incur even the minor inconvenience 
of going to the gilt-edged market for its money; under its own peculiar form 
of nationalization it can draw such money as it needs on capital account in 
temporary advances from the Minister of Fuel and Power, and later fund 
these at its leisure.* 

These nationalized fuel industries have indeed pre-empted a massive share 
of the resources that the country has found it possible to invest since the war. 
Between 1948 and the end of 1953 gross investment in fixed assets in coal, 
gas and electricity (including the North of Scotland Hydro-Electric Board) 
probably amounted to just under £1,300 millions, which was about 12 per 
cent. of gross fixed capital formation throughout the economy over the six 
vears. Their investment in plant, machinery and buildings in 1952 was 
roughly half of that in all manufacturing industry; electricity alone spent 
nearly a third as much on such assets as manufacturing industry. This 
share of the fuel industries in capital investment is strikingly larger than their 
proportion of the nation’s output. In 1952 the value of their combined net 
output—coal, gas, power and by-products—amounted to some £770 millions, 
less than 6 per cent. of a gross domestic product valued at £13,509 millions 
at factor prices. 

The relation between output and capital investment, however, differs 
radically between the three nationalized fuel industries. In 1952-53, capital 
investment by the British Electricity Authority amounted to the huge 
proportion of about Ios. 6d. in every pound of its revenues; in gas, the com- 
parable proportion was about 4s. 6d.; and in coal less than 1s. 6d. The 
coal industry, in the vears since nationalization, has been able to provide 
nearly two-thirds of its expenditure on capital account out of its own internal 
resources; but in the electricity industry self-financing has so far provided 
less than 30 per cent., and in the gas industry less than 20 per cent. 

Last month’s £100 millions B.E.A. loan—as usual, mainly to fund bank 
advances and not to provide for present and future capital expenditures— 
was merely the latest example of the continued recourse that the two secondary 
fuel industries have had to the capital market, with their issues of Treasury- 
guaranteed stock that give them the privilege of gilt-edged rates; and this 
year's Bill was introduced because both had largely exhausted the borrowing 
powers granted them under the original Nationalization Acts. The Bill that 
received the Royal Assent at the end of July raised these borrowing powers 
from £250 millions to £450 millions for gas and from {700 millions to 
£1,400 millions for electricity. 








* The Board can draw temporary advances not exceeding {40 millions in any year, and out- 
standing advances must not exceed $300 millions at any time. At December 31, 1953, the 
outstanding advances amounted to £106 millions, of which 480 millions had been funded for 
repayment by terminable annuities over fifty years. The Board was then paying 24 per cent. 
on the unfunded advances, and ‘‘ the appropriate long-term rate’’ at the date of funding (on 
the {40 millions funded during 1953, this was taken as 4} per cent. on £35 millions and 4 per 
cent. on £5 millions). 
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In support of this Bill, the Minister produced detailed figures of the invest- 
ment that the nationalized fuel industries intend to carry out between now 
and 1960. The new borrowing powers, together with the internal resources 
that the gas and electricity industries hope to be able to devote to capital 
investment, are expected to support a total programme of £1,816 millions 
between March 31, 1953, and March 31, 1960. The electricity industry is to 
spend {1,440 millions on new equipment, of which it proposes to provide 
£435 millions from its internal resources; the gas industry, even more hopefully 
exact in its digits, proposes to invest £366 millions, of which it will provide 
{92 millions from within. The National Coal Board has not recently indulged 
in such specific estimates (and its 1949 Plan is presumably too plastered over 
with revisions both of projects and of prices to offer much guide); but the 
Minister announced that during the period in question it would be investing 
some £450 millions in collieries alone (or some {100 millions more, at com- 
parable prices, than was envisaged for this period in the original long-term 
plan). The Coal Board originally proposed to finance three-quarters of its 


TABLE II 
FINANCING OF INVESTMENT PROPOSED BY GAS COUNCIL AND BRITISH 
ELECTRICITY AUTHORITY, MARCH 31, 1953-MARCH 31, 1960 


(4 millions) 


British 

Gas electricity 

Council Authority 
Capital expenditure... 4 _ os <a 340 1,421 
Additional working capital... - a ea 20 21 
366 1,442 

Provided by: 

Internal resources... ae a - a 15! 588 
Less Debt redemption and stock redemption fund 59 153 
Borrowing 7. = v a 7 a 274 1,007 


development by self-financing; although it has not achieved this proportion 
in the last year or so, its broad intentions presumably still hold, and under 
its present limits it can borrow less than {200 millions more. 

The Minister of Fuel and Power refused to indicate anything about the 
Government's expectations for the nation’s total investment in fixed capital 
over this period, and the Treasury took care not to be represented in this debate. 
But whatever reasonable assumptions may be chosen about the progress of 
national income, total investment, and fixed investment 1n manufacturing 
industry between now and 1960, there is no doubt that fuel’s projected 
£2,256 millions, an average of £317 millions a year, will represent a very 
substantial proportion of national investment. 

[t is natural to question whether this huge and continuing claim on the 
country’s investment resources by the State-owned fuel industries is justified. 
Unfortunately, there is no way in which an adequate answer to that question 
can be arrived at. But there is at least a presumption that investment in 
nationalized fuel over the period may tend to be larger than is justified, and 
perhaps rather more danger that it might be ill-balanced. More alarmingly, 
there is little prospect, given present Government policies, that the volume of 
investment in these industries will be adjusted to the country’s real needs 
for fuel and power by any of the traditional regulators that continue to 
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work, perhaps imperfectly, upon private industrial investment in the modern 
mixed economy. 

These dangers arise from the fact that the nationalized industries, as at 
present constituted, are insulated to a very considerable degree from the 
working of natural market forces. These industries are statutory monopolies, 
financed entirely by fixed-charge capital; for additional capital they have 
access either to further advances from the Government or, what is in some 
ways equivalent, to a Treasury guarantee on their issues of new stock, both 
methods affording them new capital at rates lower than those at which other 
industry can raise new money. They are directed by statute to ensure that 
their revenues shall be sufficient to cover costs, including interest, “‘ taking one 
year with another ’’, and in practice they and the Government interpret this 
as an instruction to break even, without surplus or deficit, over some undefined 
period. The Minister of Fuel and Power, certainly, has said that the Govern- 
ment’s policy is “‘ to combine full-blooded competition between the fuel and 
power industries with co-ordination in the national interest ''; but the removal 
of normal economic criteria and stimuli from the operations of these basic 
industries means that their internecine competition (which is at times, indeed, 
surprisingly bitter) offers no guarantee to the consumer or the economy that 
resources will be allocated in accordance with real needs. 


PLANNERS “ ACTING LIKE A RATE OF INTEREST” 

This throws a heavy burden of responsibility upon “ co-ordination in the 
national interest "’. So far as this concerns the fuel industries’ investment 
programmes, it consists of careful technical examination in the Ministry of 
Fuel and Power, followed by advocacy of the “ vetted” claims by the 
Ministry before the Government's committees upon capital investment. It 
is not easy to have much confidence in the allocation of investment resources 
by these undoubtedly painstaking processes of scrutiny (upon which Professor 
Devons has recently passed some telling comments in Lloyds Bank Review). 
But it is significant to note that these processes, too, must be concerned 
essentially with the rate of return upon the investment that is proposed; and 
that the civil servant who has to “ act like a rate of interest ’’ will therefore 
depend primarily upon estimates of the demand that these industries 
envisage for their products in the future. : 

Such estimates, indeed, are readily forthcoming. They vary from the 
very long-term forecasts, such as the estimate of demand for coal in fifteen years’ 
time upon which the National Coal Board’s plan was based in 1949, to the 
medium-term assessments produced by the gas and electricity industries to 
justify the investments that will be made possible by this summer’s extension 
of borrowing powers; and outsiders, ranging from the individual expert to the 
Government committee, have recently been fairly free with their own guesses. 
It was in response to the evidence and recommendations published in the 
1952 Ridley Report, for example, that the Coal Board “ revised "’ its plans for 
1965 to accord with a possible demand of 260 million tons a vear, the top of 
the range of demand that it had first envisaged. The gas industry's invest- 
ment of some £50 millions a year until 1960 is proposed in order to satisfy 
a demand that it expects to be 16 per cent. larger than in 1953; the British 
Electricity Authority’s £200 millions a year is projected to meet an increase 
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of about one-half in total power consumption. Such forecasts are based 
partly upon the extrapolation of trends, partly upon asking major consumers 
how much they expect to want at some time in the future. All suffer from 
one overriding defect. They are seldom, publicly at least, expressed in 
relation to price; these fuel industries generally, in public at least, assume that 
present structures and levels of price will be maintained. 

Such informed guesses may not allow of much useful discussion, but they 
are the normal assessments of future demand that every businessman has to 
make in deciding whether to invest and how much. But the “ nationalized 
businessman '', apart from his privileged access to funds, enjoys different 
circumstances from his private counterpart. He has no such clear principle 
to guide him as the making of the maximum possible profit consistent with 
long-run stability; and this indeed has set the industries searching, without 
notable success, for some other practicable criterion of efficiency in manage- 
ment. He may share with many businessmen another divergence from the 
textbooks, in that the prices he charges are not closely related to the relative 
costs of the products he sells; but in general, whereas the private businessmen 
mav tend to charge more than the marginal cost of a product, the fashion in 
certain of the British nationalized fuel industries, working on the “ break- 
even’ principle, may be to charge less. And it is in this respect that these 
industries seem most hable to obtain a disproportionately large share of the 
nation’s investment resources in the future; by selling some or all of their 
products too cheap, bringing about a continued over-stimulation of demand, 
and probably some distortion of demand between alternative fuels. 


PrRicE POLICY AND DEMAND 

Much useful analysis of the pricing policies followed by these nationalized 
monopolies has recently been published; and there are indeed some signs 
that this has not been without effect within certain Government departments. 
Briefly, it may be said that the National Coal Board sells coal at a price that 
covers total costs of its g00 mines, plus interest payments; since these mines 
have widely differing individual costs, rather more than half the coal 1s 
produced at a profit and rather less than half at a loss (which on some coal 
approaches {2 a ton). The British consumer, paying prices based upon 
average cost, thus can buy a ton of coal for considerably less than it costs to 
produce an extra ton (as well as considerably less than plenty of foreign 
customers are still willing to pay for it); far from being given any incentive 
to use coal economically, he will continuously be encouraged to use more of It. 

In the same way, electricity consumed (and therefore produced) at peak 
and off-peak hours is sold at the same price. Yet it is what B.E.A. calls the 
‘planning peak ’’ demand that determines how much generating plant must 
be provided, since electricity cannot be stored; all capacity costs should 
therefore properly be attributed to units consumed then and none to off-peak 
supplies. In terms of real resources, therefore, electricity used at night 1s 4 
different commodity from early morning electricity. The customer who gets 
them for the same price will be insufficiently discouraged from using power 
at the ‘ planning peak ’’—the demand to meet which B.E.A. has to install 
new plant—and insufficiently encouraged to use it at off-peak hours, when 
consumption is of positive value in improving the utilization of B.E.A.s 
capacity. This criticism, it may be emphasized, would be considered inade- 
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ed quate by those fuel experts who employ what has been christened “a coal 
eTS theory of value ’, and to whom the conversion of coal into electricity by 
m normal methods seems always worth discouraging. But presuming that coal 
in is adequately priced, and peak power costs are properly reflected in peak 
lat prices, the housewife who switches on her electric fire at peak hours is paying 
the full price for it, and receiving no subsidy from the rest of the community. 
1eV Both coal and electricity, and the gas industry as well, are providing for 
to depreciation of capital at far less than replacement costs (though it should be 
zed | said that electricity and gas are also setting aside provisions from current 
ent earnings to meet the rather odd obligation to repay their original capital, 
iple , while the sheer rate of investment in new electricity plant at post-war prices 
ith is rapidly bringing this industry’s provisions for depreciation closer to what 
out it might have to provide on the replacement basis). But this failure to 
ge- provide fully for replacement is a practice that the fuel industries share with 
the many private businesses. 
ive Those are necessarily bald summaries of the ruling criticisms of these 
nen industries. pricing policies, which are, however, by now becoming fairly well 
1 In known. In theory, the argument that these fuel prices are too low, that they 
“ak- continuously over-stimulate demand, and that these fuel industries may hence 
1ese make too large claims on investment resources, has achieved some degree of 
the | acceptance. In practice, however, the National Coal Board points out that 
heir | the adoption of prices that might equate supply to demand would bring it a 
ind, | large profit, which it holds to be forbidden under the nationalization statute, 


and which it fears in any case the miners would grab. The British Electricity 
Authority questions whether tariffs could be practically devised or metered 
to discriminate between peak and off-peak consumption, and in any case 


ized doubts whether any such differential prices would make much difference to 
igns demand during peak periods. 

nts. Does this mean that the present insulation of these nationalized fuel 
that industries from the fair competition of other industries for investment resources 
anes is quite immutable ? It is perhaps too early to reach such a depressing con- 
ul 1s clusion, given a Government that has steadily been allowing the price 
coal mechanism to work more and more freely in other sectors of the British 
1pon economy. It is certainly rather doubtful whether it would be possible for 
ts t0 | these industries to compete on wholly equal terms with private firms in 
elgn | raising new money. Some critics have suggested that the Treasury guarantee 
itive | should cease to be placed behind gas and electricity stock. But would this 
of it. im practice remove the implication that this stock must, in the last resort, be 
peak | backed by any Government ? 

s the If their “‘ business prospects ’’ could be considered alone, certainly the 


must | attractions of these industries for the investor might well differ. Electricity 
ould supply could show that throughout its history consumption has doubled 
peak every seven years, and that continued progress in the economy will need 
184} “more power to the worker’s elbow’’. Gas is a comparatively cheap and 
gets} convenient fuel, with good if less dramatic prospects of growth in demand, 
ower | but probably with a need for some radical changes in technique. The National 
astall } Coal Board produces Britain’s only major raw material, with prospects of 
when high demand in the medium term, though a considerable need later to develop 
VAS fits use in processed form and as a source of chemicals; even so, it is not easy 
nade- to know whether the British coal industry would be of much interest to the 
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investor even if it were in private hands. But these are statutory monopolies; 
they are still not formally subject to those forms of price control by inde- 
pendent tribunal (as transport still is) that were traditionally taken as 
hampering public utilities and giving them some claim to a guarantee on 
their stock; and they are directed by statute to charge prices that will cover 
their interest charges. Can these circumstances be compared with those of 
private enterprises wishing to raise new money? From this aspect, the 
nationalized monopolies are a new kind of economic animal, and it may be 
too much to expect them to behave like other animals. 

In the matter of price, there is perhaps more reason to hope for changes 
in policy. Admittedly a number of widely held preconceptions would have 
first to be discarded. Among these are a belief that cheap coal is the British 
industrialist’s birthright, and that a significant increase 1n what, with some 
exceptions, is a small element in most industries’ costs would “ price Britain 
out of the market ’’; a post-war assumption that if the prices of certain basic 
materials in the economy are kept artificially low by Government action, 
inflation will be checked and the economy will benefit as a whole; an objection 
by Conservatives and Socialists alike, for quite opposite reasons, to allowing 
nationalized industries to make profits—even if these could neatly be extin- 
guished by an excise tax or royalty; and a general impression, achieved by the 
sheer tenacity of purpose of B.E.A., that to question the rate of investment 
in power stations or the degree of utilization of those stations is an old- 
fashioned and indecent form of treason against productivity. Some at least 
of these preconceptions may be fading to-day; the obvious health that the 
return of the price mechanism has brought into other industries in the past 
two vears is providing some obvious and powerful counter-arguments. In 
addition, such indications as those given by Sir William McGilvray and 
quoted at the opening of this article suggest that freedom is on its way in the 
fuel market too. If the real margin between supply and demand for British 
coal at current prices—at least inside Britain—is in practice so small, the 
Coal Board’s problem of how to manage a multi-plant industry, in fairly 
‘normal’ conditions, on the break-even principle must be looming nearer; 
and that separate problem may cause the Board to revise its views about the 
propriety of making a surplus. 

The need for realism in fuel investment, moreover, is being made con- 
tinuously more apparent by the ever-increasing speed at which nuclear power 
generation is approaching as a practical possibility. A Government that has 
to consider such a vast prospective shift in fuel investment must be able to 
base its calculations upon a demand for fuel that is neither restricted nor 
over-stimulated; upon a price for coal that reflects its real cost to the economy; 
and upen tariffs for electricity that will properly allocate the capital costs 
that will bulk even larger in nuclear plant than in the new coal power stations. 
It has often been said in THE BANKER that the Conservative campaign to 
restore the workings of the price mechanism in the British economy must 
sooner or later encounter two huge elements in the country’s investment; 
housing and fuel policies. Some very limited progress has now been made in 
tackling housing, though the central problem may be more than any political 
party in Welfare Britain can yet dare to face. The reform of pricing policies 
in fuel would generate powerful opposition, too; but it might at least be less 
dangerous politically. 
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Holland Shows the Way 


EW countries in Europe, or indeed in the world, can boast an economic 

recoverv so complete as that achieved by Holland since the end of the 

war. All manner of misfortunes, natural and man-made, have been 
successfully fought and vanquished by the Dutch in the past decade: the 
immense devastation of war, the ensuing shortages of food, the inflation and 
chronic deficits in external payments of the early post-war years, and finally 
the great damage caused by the flood and storm of the night of January 31, 
1953. That night’s storm alone was estimated to have cost the country 
more than 5 per cent. of a vear’s national income. 

To-day, a mere eighteen months or so afterwards, Holland stands again 
in the vanguard of the economically strong countries of Europe. It has 
announced that it 1s ready to join a collective European move to convertibility ; 
in keeping with its traditions as a low-tariff country, it has gone far in lifting 
direct impediments from its traders; and it has made some other worthy 
acknowledgments of its strength. Early last year the Dutch Government 
decided to renounce all direct aid from the United States: this decision, 
without precedent in Europe, was in fact frustrated by the flood disaster 
that followed a few weeks later, but the Government’s subsequent policy has 
been inspired by a similar spirit. In recent months it has become the first 
Government to begin to repay to the United States the silver made available 
during the war under lend-lease; it has also made considerable prepayments 
of loans secured during and shortly after the war from the British Government 
and from the International Bank respectively. 


HARD WoORK—AND REALISTIC POLICY 


Two powerful and homely forces have furnished the fundamentals of this 
success—hard work and realistic economic and monetary policies. The 
diligence of the Dutch is well known, and it has responded to the full to the 
post-war challenge. Less well known has been the part played by conscious 
official policy, despite the fact that the country’s transformation from the 
status of a chronic debtor to one of the hard-currency countries of Europe 
followed remarkably closely upon the adoption by the Government and the 
central bank of an orthodox monetary policy and a stern disinflationary 
budget. Holland’s experience is, indeed, a particularly striking vindication 
of such policies. In the early post-war period the Dutch Government adhered 
firmly to the then fashionable divigisme combined with cheap money, and so 
tried to keep active inflation at bay by reliance upon physical controls. But 
it was the first Government to abandon these policies quite deliberately, in 
favour of orthodoxy. In September, 1950, the central bank raised its dis- 
count rate—unchanged for nine years—from 2} to 3 per cent., and in April, 
I95I, again to 4 per cent. And in early 1951 the Government introduced a 
budget designed to cut consumption sharply—mainly by reducing subsidies. 

The results were striking. They were summarized as follows in the 
opening words of an article published in THE BANKER two years ago: “In 
the first half of 1951 inflation, investment, consumption and imports were all 
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rising in Holland; unemployment was falling and the country showed an 
external deficit of Fls. 792 millions on current account. In the second half 
of the vear, all these economic indicators reversed themselves—and the 
country had an external surplus of Ils. 540 millions on current account ’’.* 
[t was believed at the time that this extraordinary transformation was largely 
attributable to the termination of the worst effects of the Korean war. But 
in fact, as the accompanying table shows, the out-turn in 1952 was still better. 
The exceedingly high external surplus attained in that year—it amounted to 
the equivalent of £175 millions, around £17 per head of the Dutch population 
—was admittedly partly a reflection of the exceptionally low level of imports, 
But it left room for the sharp expansion of imports that occurred in the last 
half of 1953, so that the surplus then, although reduced, was still strong. 
A particularly striking improvement was attained in dollar payments. 
[mn 1951 imports paid for in dollars amounted to more than two and a half 
times the value of dollar exports; by 1953 their excess was down to less than 


HOLLAND'S EXTERNAL RECOVERY 
Millions of guilders; 41 =—10.64 guilders) 


I—BALANCE OF TOTAL PAYMENTS 


1951 1952 1953 
l II I I] [ Li 
ke xports i od be 2,975 3,557 3,595 3,718 3,702 4,032 
Imports i 1,230 3,937 3,409 3,743 3,721 4,420 
Net receipts on services... 430 973 550 QO7 968 715 
Balance on current account —G22 - 593 + O35 - 882 +949 + 330 
II1—THE DOLLAR AcCCcOoUNTS* 

Exports - ~ i 239 253 274 400 454 4901 
[Imports - is ae O15 b64 604 534 472 603 
Net receipts on services... S54 5 [71 239 204 [5] 
Balance on current account - 295 340 - 219 +- 55 186 — 09 


* Comprising all payments or receipts made in gold or dollars, 


[4 per cent. and was more than offset by net receipts from dollar invisibles, 
so that the current dollar account as a whole showed an appreciable surplus. 
The upshot was that although receipts from American loans and aid fell off 
sharply over the period, a striking expansion was attained in the gold and 
dollar reserves. The gold reserve of the Netherlands Bank alone rose from 
$552 millions at the end of 1951 to $936 millions at the end of 1952 and 
$1,167 millions by the end of 1953. At the beginning of June of this year 
the reserve stood at $1,220 millions—a reserve that is greater on a per caput 
basis than that of any other European country except Switzerland. 

The initial stage in Holland's recovery from post-war inflation reflects the 
efficacy that orthodox monetary policy still has as a force acting for retrench- 
ment and restraint; but the later stages in that recovery show that 
orthodoxy can be equally successful in holding the economy at a buoyant and 
yet stable level of activity. As in Britain, once the initial steps to restore 
equilibrium had proved successful, it was possible for Holland to maintain 








* “ Holland—A Triumph for Economic Orthodoxy ’’, by S. Brouwer, in the issue of THE 
BANKER of June, 1952. The figures have since been slightly revised, as may be seen from the 
table on page 158. 
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an | external strength concurrently with a policy of continued internal economic 
valf expansion. The Netherlands Bank was in fact able to reduce its discount 
the rate while other European central banks were still being forced to increase 
“o theirs. The Dutch Bank rate was reduced to 3} per cent. in January, 1952, 
ely | to 3 per cent. in August, 1952, and to 2} per cent. in April of last vear. 
But Whereas consumption had been deliberately reduced in 1951 (in the event it 
ter, fell by 3 per cent.), the year 1952 saw no fall in either consumption or produc- 
| to tion—in contrast to the experience of most West European countries. And 
ion in 1953 the internal expansion was quite outstanding. The rate of growth of 
rts. | output then was the more significant in that it did not mark, as did that of 


ast } Britain, recovery from a recession level. The index of Holland’s industrial 
production rose by 10.9 per cent. in 1953—a rate of increase larger even than 


its. | that recorded by Germany and apparently the largest for any important 
alf industrial country. It brought the level of industrial production to 63 per 
1an cent. above that of 1938—a degree of expansion exceeded in Europe only by 


Norway and Sweden. This boom in output has, as is to be expected, eliminated 

most of the unemployment that arose in the disinflation of 1951-52. Unem- 

ployment has been falling for more than two years, and by the early spring 
_ of this year was down to little more than half its rate in early 1952. 
| Despite the extent of this boom in production and of the strain of financing 
- the surplus on the balance of payments (which in 1953 represented some 
6} per cent. of total national income), the Dutch economy has, quite sur- 
| prisingly, so far shown no signs of an impending return to inflation. Not 
' only wholesale prices but also retail prices began to fall in mid-1951, and not 
until the first half of 1954 was there any sign of a reverse movement—and 
then only a slight one. The primary cause of the reduction was plainly the 
fall in import prices, which amounted to over 20 per cent. from mid-1951 
to mid-1954; but the fall in internal prices could clearly not have taken place 
_ had inflationary pressure remained strong. 





NEW CONTROL OF BANK LIQUIDITY 


les. | The basic tactor that has kept inflation at bay has been a great resurgence 
- of private saving. As in Britain, this has been channelled peer through 
of - institutional investors—the social insurance and pension funds, the life 
nd assurance companies, the savings banks and the agricultural credit banks. 
om These institutions have invested their extra funds mainly in Government 
nd loans; and the Government in turn has used the proceeds not to finance new 
par expenditure but for the repayment of debt. This has exerted a deflationary 
but influence on the economy large enough to offset the inflationary effect of the 

balance of payments surplus. The annual report of the Netherlands Bank 
he concludes: ‘‘ But for this influence from abroad /[i.e. the balance of payments 
ch- surplus} the deflationary impulses within the country would not have rendered 
nat it possible for Holland to develop and to maintain so high a degree of economic 
nd activity as it in fact did in 1953. Had it not been for the opposite forces 
ore within the country, the inflationary influence from abroad would undoubtedly 
un have been much more strongly reflected in the level of w ages and prices ". 
= The balance achieved between the internal and external influences on the 
a economy was thus remarkably close. 


One of the effects of the Government’s financing of the continued surplus 
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on the Dutch balance of payments has been a high degree of liquidity in the 
Dutch banking system. This has driven short money rates down to extra- 
ordinarily low levels; already in 1953 the rate on 12-months’ imped bills 
had fallen to 3 per cent., and day-to-day money has been available at } per 
cent. Bank rate at 2! per cent. was thus quite ineffective, and the Nether- 
lands Bank wisely deemed it desirable to restore contact with the market. 
This has been done through a comprehensive scheme, first discussed with the 
banks at the end of 1953 and implemented in the early spring of this vear, 
The first part of the scheme took the form of a funding operation bearing 
resemblances to the British fundings of 1951 and 1952; a large part of the 
outstanding Treasury bills were converted into Treasury Certificates of eight, 
ten and twelve vears’ maturity. The Netherlands Bank was prepared to 
take these securities as collateral for advances “‘ to the extent of 50 per cent. 
of the decrease in the average level of deposits at any bank during the previous 
twelve months as compared with their average level in 1953’; that is, the 
banks were still in possession of an asset that was liquid in times of stress, 
but was not woe ible for the purpose of expanding their lendings. 

The second part of the scheme involved agreement by the commercial 
banks to maintain minimum and maximum ratios of liquid assets (which are 
deemed in this context not to include the new Treasury Certificates). The 
minimum ratio was fixed at 30 per cent., and the maximum ratio at 40 or 45 
per cent. ‘‘ according to circumstances ”’ (presumably to be laid down by the 
central bank). The Netherlands Bank was also given power to fix an absolute 
credit ceiling; this power is apparently to be exercised only if the other 
restraints fail to check an undue expansion of credit. The report of the 
Netherlands Bank makes it clear that “ the object of both regulations... 
will be only to make the discount rate of the Netherlands Bank effective. 
That is to say, the banks would be permitted to exceed or go below the limits 
specified in the regulations, provided they have recourse to the Netherlands 
Bank for the amount of the difference”. The report points out further that 
the regulations are mainly intended to enable the Bank to take the same sort 
of measures to check credit expansion in the future as it took in 1951, before 
the glut of liquidity had severed its contact with the market. 

The dominant problem of monetary control is, of course, markedly different 
to-day from what it was three years ago. Then the essential need was to 
check inflation and to redress the deficit on the balance of payments; to-day 
the problem is the slightly less urgent but still vital one of ensuring that the 
domestic activity and the external surplus do not revive inflationary pressures. 
The task is to restore the effectiveness of central bank control and to prevent 
the development of excessive liquidity in the banking system. The problem 
stems directly from the high degree of liquidity that has resulted from the 
financing of the large surplus on the balance of payments. The accumulated 
excess of liquidity was directly cut back by the funding operations; and any 
future growth is apparently to be regulated by the new controls of asset 
ratios. The central bank has also concluded a “ gentleman's agreement ” 
with the commercial banks under which it will specify a minimum reserve of 
cash that the banks must maintain with it in proportion to their deposits. 
This ratio was fixed initially at 5 per cent.; it may rise to 15 per cent. (though 
not by more than I per cent. per month) and it can equally be reduced. 

The Netherlands Bank hopes that the regulation of this ratio will enable 
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it to neutralize the credit effects of its own operations in buying (or selling) 
gold and foreign exchange. If the banks were being called upon to finance 
substantial lines of Government paper for this purpose, and an excessive 
growth of credit seemed likely to result, a tightening of pressure upon their 
ratios would presumably be resorted to, in order to force them to reduce 
their other assets. These far-reaching measures give impressive evidence of 
the determination of the Netherlands Bank to make its monetary apparatus 
strong enough and flexible enough to be a fully effective regulator in all 
circumstances. The effort should be of interest to some of the other conti- 
nental countries that have been experiencing an inflow of gold and exchange. 


FREEING OF TRADE AND PAYMENTS 

It would be very welcome, too, if another branch of Dutch policy could be 
emulated by other creditor nations—including the largest and most persistent 
creditor of all, the United States. That is the policy of liberalizing external 
trade and payments just as fast as the external accounts permit. Already in 
1953 Holland had removed all quantitative restrictions from go per cent. of 
its imports, regardless of source; since then, a common list of liberalization 
has been adopted with Belgium. This process has not been accompanied, as 
has the partial removal of quantitative restrictions in some other European 
countries, by any increase in tariffs. 

The relaxations that have been made by Holland in the exchange sphere 
are equally impressive. Transfers of guilders earned through current trans- 
actions are now permitted freely, with the one proviso that transfers from 
non-dollar to dollar accounts require administrative sanction. In March of 
this year residents of E.P.U. countries were permitted to realize any capital 
assets held in the Netherlands and to repatriate the proceeds; and residents 
of Switzerland and the dollar area were granted the more limited right to 
repatriate any capital held in the form of securities. Further, in July, 
Holland concluded with Belgium and Luxemburg an agreement that set up 
a substantially free and unified capital market in the Benelux area. This 
market will probably provide a reflection of the radical change that has taken 
place in the international economic position of Holland in recent years. 
Whereas in the early post-war years one of the main obstacles to the full 
economic integration of Benelux was seen to be the danger of persistent flows 
of capital from Holland to Belgium, to-day it is expected that the dominant 
movement will be in the reverse direction. Recently, in fact, the Belgian 
Government floated in Amsterdam the first loan, of 100 million guilders, to 
be made by Holland to any foreign country since the war. 

Holland has thus earned handsome rewards for its diligent efforts and sane 
economic and monetary policies. It provides an outstanding example of the 
effectiveness of a liberal economic policy when comprehensively pursued, in 
both the internal and the external spheres. The abandonment of quantitative 
controls on imports does not lead to the predicted spate of claims that cannot 
be met—provided always that price relationships are broadly right and that 
the underlying position is sound. The thoroughness with which Holland has 
progressively strengthened and freed its economy augurs well for its success 
in attaining the final goal of freedom to which it has already pledged itself, 
the convertibility of the guilder. 
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Finance for Industry and Commerce 


ICFC provides finance in the consider applications for capital 
form of long-term loans on_ to purchase additional buildings, 
fixed terms, or share capital, plant and machinery, or to pro- 
to industrial or commercial vide increased working capital to 
enterprises established in Great further the expansion of business. 
Britain. Amounts range 
normally between £5,000 and 

£200,000. 


Consideration will also be given to 
new ventures which are soundly 
conceived and adequately spon- 
The Corporation is ready to sored. 


INDUSTRIAL AND COMMERCIAL 
FINANCE CORPORATION LIMITED 


Subscribers: The English and Scottish Banks 
HEAD OFFICE : 7 DRAPERS’ GARDENS, LONDON, E.C.2 TEL.: NATional 8621/5 


Branches: Birmingham—214 Hagley Rd. Edgbaston 4181  Manchester—73 Whitworth St. Central 5429 
Edinburgh—33 Charlotte Sq. Edinburgh 30212 
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Changes in Canadian Banking 


By E. P. Neufeld 


the eleven commercial banks (and also of the two relatively small Quebec 

Savings Banks) are valid for only ten years; so that a decennial revision of 
the Bank Act is essential to the very continuation of banking operations. 
This feature, favoured by the banks themselves, has facilitated the adaptation 
of the banking system to a rapidly changing economic and political environ- 
ment; and, to the gratification of banking students, it has initiated parlia- 
mentary discussion on banking in general at regular intervals. Once again 
the appointed year for a revision of the Bank Act has come round, and this 
year the Government has also taken the opportunity to amend the Act that 
relates to central banking—the Bank of Canada Act, as well as the National 
Housing Act. 

The revision of these statutes has resulted in a number of changes of 
major importance. Permission has been granted to the chartered banks to 
finance residential construction; a change has been made in the minimum 
cash ratio that the chartered banks are required by law to maintain, and in 
the method of computing it; the central bank has been empowered to vary 
reserve ratios; and restrictions on the central bank’s holdings of Canadian 
and United States government securities have been removed. At the same 
time a start has been made on the long-discussed plan of establishing a 
Canadian money market. 


e is a unique feature of the Canadian banking system that the charters of 


FINANCE OF HousSING MORTGAGES 

Without doubt the major change of the year is the provision that permits 
the chartered banks to finance residential construction on security of long- 
term mortgages. The banks are now approved lenders under a scheme out- 
lined in the recently amended National Housing Act. Business of this 
character is almost entirely new to them, for even before the passing of the first 
general banking statute in 1871—the Dominion Bank Act—many Canadian 
banks had been prohibited from taking real and chattel mortgages. Their 
loans have been confined to “‘ legitimate banking business ’’, although under 
the well-known Section 88 of the Bank Act they have been able to make 
advances on the hypothecation of natural and manufactured products in 
process of production, including grain on the farm. A slight inroad into this | 
orthodox concept of banking security was made in the decennial revision of 
1944, in which certain intermediate loans to farmers, secured by mortgages, 
were sanctioned by parliament; and in 1946 the sanction was extended to 
loans to veterans. These loans could not, however, exceed $3,000, or run for’ 
longer than ten years (and most of them have in fact been shorter than that). 
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Moreover, an overriding limit was prescribed for all banks, of $250 millions 
(later increased) for loans to farmers and of $25 millions for loans to veterans. 

The present provisions are of quite a different order. They leave to the 
discretion of the banks the extent of their participation. But they will entail 
much larger advances per project, since most houses cost at least $8,000: 
they will involve the banks in holding mortgages with a maximum life of 
thirty years and in which there is no active market; and they will lead 
them into a field of investment entirely foreign to their experience. It is 
not surprising that Mr. Atkinson, Vice-President and General Manager of the 
Royal Bank of Canada (and also President of the Canadian Bankers’ Asso- 


ciation), stated when referring to the scheme that “.. . in our own case it 
would not have been sought ’’, adding, however, that “.. . everv effort will 


be made to give the plan a fair trial and to make it work’. Events already 
suggest that this will indeed be true of most of the banks. 

The concern expressed by bankers springs in part from consideration of 
the effects of the scheme on their liquidity. These effects will naturally be 
governed by the way in which the scheme operates; and it is helpful in this 
context to enquire why the banks were directed to it. The basic reason was, 
of course, to provide an additional source of finance for loans made under the 
National Housing Act; the chartered banks have over 3,900 branches, 
whereas lenders previously qualified to handle the loans had only several 
hundred, concentrated in the larger urban areas. Even the smallest com- 
munities will now be able to be served by local bank managers—and on the 
basis of personal knowledge, a service that no other institution can provide. 
Moreover, the total amount of savings directed to new housing has recently 
been threatening to decrease. The Trust, Loan, and Life Insurance com- 
panies, which have previously provided the bulk of these funds, have now 
almost worked off their war-time accumulation of government bonds to a 


tolerable minimum, and will accordingly be able to direct only part of ther | 
new funds to housing; and the Government decided earlier this year to | 
abolish the joint-loan scheme whereby it provided, through the Central | 


Mortgage and Housing Corporation, 25 per cent. of the funds for houses 
built under the National Housing Act. In the circumstances the banks were 
the obvious alternative source of finance. And as the chartered banks are 
to a large degree savings banks as well as deposit banks—at the end of 1953 
fully 55 per cent. of their deposits consisted of savings deposits—it could 
be argued that no really unorthodox step was being taken in allowing ther 
portfolios to become less liquid. 

As the Government has in effect foisted housing finance on to the banks 
in order to avoid undertaking direct commitment itself, it has naturally had 
to make the forms of the finance acceptable to the banks. As it 1s, the new 
mortgage security will be good paper, but its liquidity will be strictly limited. 
It is good paper because the Central Mortgage and Housing Corporation 
will insure 98 per cent. of each loan, and because all loans have been made 
eligible security for advances from the central bank. And, barring natior- 
wide disaster, the risks on the security will be well spread. But it is a new 
security, and one with complicated tax, insurance and amortization features 
so that no active market for it exists—and, more serious, can ever reasonably 
be expected to exist. The eligibility as cover for central bank loans does not, 
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moreover, make the security any more liquid, since such loans are purely 
temporary; and even the habit of borrowing from the central bank is scarcely 
formed. It is true that the Mortgage and Housing Corporation may buy the 
securities (although not without limit), but this provides little substitute for 
a perpetually available market quoting narrow margins. 

What then is to be expected of the banks in this new venture? Once 
they have overcome any remaining reluctance to deal in the new securities 
and have gained the necessary practical experience to do so, the extent of 
their participation will depend essentially on three factors: their present 
structure of assets; the supply of bank cash as maintained by the Bank of 
Canada; and the extent of the development of a broad market for the 
new security. 

The pattern of the banks’ assets has undergone a striking change since the 
war. There has been a persistent increase in bank loans, while at the same 
time the banks’ portfolios of investments have been reduced by the large 
net redemptions of government securities. The upshot is that the liquidity 
position of the banks has returned approximately to that of 1935—before, 
that is, the Bank of Canada’s cheap money drive had swollen the banks’ 
liquidity ratios, especially markedly in the war years. The fact that bank 
portfolios are now more liquid than in preceding years (strictly comparable 
figures are not available) suggests that some switch to the new mortgages 
is still possible. The exact extent of such a switch cannot be gauged; but 
it does not seem unreasonable to expect that mortgages may reach 6 per 
cent. of deposit liabilities; and a holding amounting to 10 per cent. of 
deposits might well prove to be an attainable upper limit. Even the lower 
figure would at present involve a holding of over $500 millions, sufficient to 
offset the past rate of the Central Mortgage Corporation’s joint-loan contri- 
bution for about nine years. 

This is not to suggest that it is only, or even mainly, by actual switching 
that the banks will be able to enter the mortgage field. The Bank of Canada 
is now able to increase the availability of long-term housing finance by 
simply expanding bank cash—a policy that is, however, appropriate only 
when general productive capacity is increasing or when building activity 
slackens. This extension of the influence of the central bank is in itself 
significant ; formerly it was on the whole solely through market interest rates 
that the Bank could influence long-term investment. 





CHANGES IN CASH RATIOS 

The other important aspect of the revision of the Bank Act affects the 
direct control of the chartered banks by the central bank through the enforce- 
ment of a minimum ratio of cash to deposits. This minimum ratio has been 
increased from 5 to 8 per cent., bringing it nearer to the ratio actually main- 
tained, which had been at approximately ro per cent. This move was 
necessary for the successful use of the central bank’s recently acquired powers 
of varying the reserve ratios, outlined below. A change has also been made 
in the method of computing the ratio. Formerly, daily average figures for 


cash assets and deposit liabilities were used to arrive at the legally prescribed 
ratio; now the ratio for any month is computed from the average of notes 
in tills and deposit liabilities on four consecutive Wednesdays, and from the 
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daily average for the month of the chartered banks’ deposits at the central bank. 

This change will give the banks greater flexibility in conforming to the legal 
requirements, which is indeed more necessary now in view of the higher 
minimum ratio and the possibility of its being changed by the central bank. 
The banks will need to work only toward a satisfactory average at the end 
of the month, whereas formerly this was a daily requirement, and the fact 
that they no longer need to supply figures of daily averages will save them 
much inconvenience. It will even be theoretically possible for the banks to 
increase their cash ratios without increasing their cash or reducing their 
deposit liabilities; for as the figure for their central bank deposits will be 
computed from daily averages while that for their cash in the form of note 
holdings will be arrived at on a Wednesday basis, they will be able to raise 
their ratios by cashing their deposits into notes at the central bank on a 
Wednesday and returning the notes on the following day. Such artificial 
bolstering of the ratios would be unfortunate both for the soundness of com- 
mercial banking and for the effectiveness of central bank control. It is not, 
however, very likely to occur. The banks will not easily abuse a system 
introduced for their convenience, and the Bank of Canada could in any case 
detect such abuse and visit an effective frown upon it. 


MorRE FLEXIBLE CENTRAL BANK CONTROL 


The amendment to the Bank of Canada Act gives the central bank the 
power to vary cash ratios between the limits of 8 and 12 per cent. The 
central bank must, however, give the banks a month’s notice of any change, 
and the change in any one month must not exceed 1 per cent. This new 
power could be a useful addition to the central bank’s armoury of control, 
but only if it is used on rare and exceptional occasions and does not impair 
seriously the banks’ well-established custom of maintaining fairly stable cash 
ratios. It is clearly in most cases a distinct advantage for the central bank 
to have the chartered banks react sensitively to any absolute change in 
their cash. It is to be remembered that in Canadian banking the cash ratio 
is in fact the key ratio. 

The central bank may also now be tempted to use its powers of varying 
reserve requirements to offset the effect on bank cash of market operations 
aimed at objectives unconnected with that of controlling the money supply 
—such as, for example, supplying the Government with finance. But if 
the Government required bank finance it would be best to arrange for direct 
loans from the chartered banks, as has been done occasionally in the past 
by means of issuing the illiquid Deposit Certificates (analagous to the now 
defunct Treasury Deposit Receipts in Britain), rather than by drawing on 
central bank credit and neutralizing the increased cash by higher minimum 
reserve ratios. The banks would no doubt prefer to take up the Government s 
illiquid security, even on short notice, rather than have the higher reserve 
ratios inflicted upon them. 

It does, therefore, appear to be desirable to maintain, as a broad line of 
policy, the convention of stable cash ratios. The banks’ ratios did, in fact, 
vary appreciably in the late war and in the early post-war period, but this 
was essentially a by-product of the pursuit of ultra-cheap money. Higher 
minimum reserve ratios would have been of no use to the central bank at 
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that time, since its policy of maintaining bond prices demanded that the | 


banks use their resources to buy Government securities, or at least not to 
sell them. 
even very large open market operations by the central bank, so that increases 
in bank cash can usually be offset by sales of securities. Thus the powers 
of varying reserve ratios can and should be held in reserve for that peculiar 
situation in which expansion of the cash base is undesirable yet unavoidable 
and cannot be offset by operations in the market. 


The Bank of Canada’s potential influence in monetary management has | 


also been extended by the removal of all restrictions on its holding of securities 
of the Provincial and Federal Governments of Canada and of securities of 
the United States Government. The Bank began operations in 1935 with 
very close quantitative restrictions, in the then orthodox fashion, on its 
holding of long-term Canadian Government securities (as well as of foreign 
securities). These were later eased, and by 1938 it could hold Canadian 
“governments "’ of over two years to maturity up to an amount equal to 
half its note and deposit liabilities, with the added restriction that those 
securities of over ten years to maturity were not to exceed five times the 
paid-up capital and rest fund. The Bank almost reached even this liberal 
limit twice in the post-war period—in late 1947, when it was actively sup- 
porting bond prices, and in 1951, when it was smoothing out a fall in bond 
prices. The full freedom now granted may accordingly well prove useful to 
the Bank; but it provides greater flexibility in the type of securities that 
may be held rather than enabling the Bank to finance a substantial net increase 
in its portfolio. The Government would still therefore have to make use of 
its large securities investment account if it decided again to indulge in large- 


scale net purchases of ““ governments’. On the whole, however, the change 


is a further manifestation of the belief in official Canadian circles that the’| 
real check to monetary abuses lies in the wisdom of the central banker, a, 


belief already exemplified in the fact that there is no legislative restriction 
on the size of the note issue or on the amount of the central bank’s deposit 
liabilities. 


ESTABLISHMENT OF MONEY MARKET 

The last important development in the Canadian banking scene that has 
taken place this year has been the establishment, in late June, of a money 
market. This is a project that has long been in the offing. Treasury bills 
were first issued by tender in 1934—actually one year before the establish- 
ment of the Bank of Canada. For some months the issues appeared irregu- 
larly, but in late 1935 began the practice (with only a few exceptions) of 
regular fortnightly issues and of keeping the total amount outstanding 
relatively constant, with only periodic once-for-all increases. From July, 
1945, to January, 1953, for example, the total outstanding remained at $450 
millions. The Bank of Canada in turn has always taken bills offered to it 
by the chartered banks, and moreover not at a penalty rate but at one 
closely related to the last average tender rate. Treasury bills have not 
therefore been used, as they have in Britain, to meet the fluctuating short- 
term financial requirements of the Government. But, perhaps even more 
directly than in Britain, they have constituted second-line bank reserves 


And finally, the Canadian bond market has proved suitable for ' 
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that the banks have been able to use at all times to adjust their cash positions, 
The liquidity that the holding of the bills thus confers has not, however, 
ereatly weakened the effectiveness of monetary control, since the amount of 
the issue in the hands of the banks has been influenced by the Bank of 
Canada’s participation at the tenders. But as no significant non-banking 
interest for Treasury bills has developed, cash adjustments by individual 
banks have normally required central bank participation, which has in turn 
usually involved a small net effect on the total amount of cash outstanding. 
It was to encourage a wider market in Treasury bills that on January 30, 
1953, the Government changed the fortnightly tenders to weekly tenders, and 
simultaneously offered 273-day bills (and also temporarily some 182-day 
bills) in addition to the regular g1-day bills. In this way buyers could pick 
from 39 different maturities. Then later on in the year the Bank of Canada 
agreed, as it explains in its annual report for 1953, to buy Treasury bills and 
other short-term government paper from jobbers with an undertaking to 
resell over a short period at a fixed price. In this way the finance of jobbers’ 
inventories was in effect guaranteed, and jobbers were accordingly better able 
to satisfy a demand for such paper. Now the chartered bankers have 
arranged to supplement this finance by the Bank of Canada by themselves 
making call loans to jobbers; and in addition, one bank has purposely attempted 
to dispel the odium associated, up until now, with borrowing from the central 
bank. Also, payments for security deals involving the chartered banks and 
the central bank no longer result in an almost instantaneous cash adjustment, 
as they used to do, for they are now routed through the ordinary clearing; 
a distinct advantage of dealing directly with the central bank has therefore 
been removed. All these deliberate moves were designed to increase the 
How of short-term money and the demand for short-term securities. The 
banks have already supplied considerable call money and some non-banking 
institutions appear interested 1n the new market. Whether the market will 
soon be sufficiently strong to withstand calling in of money by the banks 
without the jobbers having to sell bills to the central bank, remains to be 
seen, for in the first few weeks of operations no loans appear to have been called. 
If this experiment in establishing an active market is successful—and 
experience in the first few weeks of the market suggests that it may be—t 
will mark an important step forward in the achievement of monetary flexibility, 
through enabling individual banks to adjust their cash without recourse to 
the central bank. But considerably more important than this is the point 
referred to by the Governor of the Bank of Canada before the Banking and 
Commerce Committee of the House of Commons: that it will permit the 
more efficient distribution of short-term capital. In time it could also mean 
that Treasury bills might be used to accommodate the swings in short-term 
eovernment financial requirements without the risk of the banks thereby 
becoming dangerously liquid. In the past these swings have been met by 
keeping money on deposit, or by buying securities on the market if the surplus 
was long-enduring; recently by central bank advances; and occasionally by 
selling illiquid Deposit Certificates to the chartered banks. The _ newly- 
established Canadian money market may thus in time be substantially widened 
in both technique and function. 
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Investment Problems for Life Offices 


By an Insurance Correspondent 


HE economic and actuarial problems that will arise from the growing 

future burden of pensions have been given considerable prominence by 

the recent study by a research group of actuaries.* The practical 
implications for the life offices, and in particular for their investment policies, 
have received less attention; and it is with these that this article is primarily 
concerned. An article in the June issue of THE BANKER? concluded that 
while the actuaries were correct in maintaining that the economic strain of 
providing retirement pensions in the next generation or so is likely to be much 
less severe than had previously been widely assumed, “ the major problem 
of pensions is nearer in time than the researching actuaries have placed it; and 
it is more largely a financial one than they have deemed it to be’. It is 
accordingly pertinent to ask how well placed the life offices are to meet an 
increasing financial commitment, and what steps they have taken—or are 
able to take—to adapt their resources to their future liabilities. 

The amount of new business handled by the life offices is certainly still 
rising at a considerable rate. In 1953 the total new sums assured by the 
offices established in the United Kingdom (in both British and overseas 
markets) and by the Commonwealth offices that do business in the United 
Kingdom probably rose above £800 millions, compared with £775 millions in 
1952 and £735 millions in 1951. The total of life and annuity funds adminis- 
tered by offices domiciled in the U.K. probably rose by about £150 millions, 
to reach around {2,060 millions, compared with increases of £127 millions in 
1952 and {111 millions in 1951. It is true that new premium income and 
the number of new policies taken out fell last year, though very slightly and 
by less than in 1952. The new annual premium income of a large sample of 
life offices fell from £23.8 millions in 1952 to £23.7 millions in 1953, and the 
number of new policies from 631,000 to 622,000. The fall in the number of 
new policies reflects in part the practice of issuing a single master policy to 
cover a staff scheme, and in part the continuing switch from individual life 
assurance to scheme business itself. : 


FUTURE OF PENSIONS SCiiEMES 

There is in fact no doubt at all that contracts secured through pension and 
life schemes (consisting mainly of deferred annuities) are now the dominating 
factor in the business of a good many of the British life offices (a term that 
includes the life departments of the composite insurance companies). Nearly 
all the offices, including those registered in the Commonwealth as well as in 
the United Kingdom, that transact life assurance business in this country 
now operate such schemes. But the only comprehensive statistics that 
separate “ scheme ’’ from other life assurance and annuity business are those 








* The Growth of Pension Rights and Their Impact on the National Economy. 
Burden of Pensions in Perspective ’’, by Leo 1. Little. 


t “ The Economics of Dependency. 
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published annually by the Life Offices’ Association and the Associated Scottish 
Life Offices, which are, however, claimed to cover 99 per cent. of the total 
ordinary life assurance business transacted by members of these bodies. In 
1952, the latest year for which figures are available, 32 per cent. of the premium 
income of the life offices making returns to the associations was on account 
of scheme business for life assurance and pensions. This income consisted 
very largely of the pension contributions of about 14 million people. The 
accompanying table provides details of the extent to which some offices have 
committed themselves to annuity business; these offices transact a substantial 
share of all scheme business. 

But important as pension scheme business has become to the life offices 
as a whole during the last two decades, these offices themselves account for 
no more than an estimated 38 per cent. of the total paid in industry (by both 
employers and employees) for private pensions contributions—that is, exclud- 
ing the national insurance contributions.* But as the frontier of pension 


LEADING OFFICES IN ANNUITY BUSINESS 

















| ’ } i 
| Date of Deferred Annuity Immediate Annuity | Percentage 
last Liabilities* Liabilitiest | of total 
| published | Total a ae a 
Company | actuarial | liabilities Percentage | Percentage represented 
| valuation | | Amount of total | Amount of total by annuity 
returns liabilities | liabilities | liabilities 
= a a a] | | 
| Dec. 31 {mn. émn. | {mn. 
Scottish Widows’ os me 1948 41.6 5.3 12.8 3.1 ..3 20.3 
Friends’ Provident and Century 1949 25.0f | 3.9 15.6 7.ot 28.ot 43.6% 
North British and Mercantile 1949 46.9 S.1 os | 5.2 II.1 28.4 
Scottish Amicable 1950 23.0 6.0 26.1 ‘2 13.9 40.0 
Eagle Star 4) | 1951 40.7 7.1 42.1 | 6.1 15.0 57.1 
Equitable Life... 4 — 1951 22.¢ 8.4 37.2 4.7 20.8 | 58 .o 
Legal and General as 195! as.% 75.9 | 51.6 25.1t a7 ..2% 68.75 
Atlas... = x 105 25.3 0.9 27.3 2.3 20.9 48.2 
Commercial Union + 1952 43.9 4.0 | g.1 4.4 10.0 19.1 
Equity and Law aie 1952 34.8 8.0 | 23.0 12.0 34.5 7.3 
Prudential§ es 1952 253.5 44.2 17.0 12.5 | 4.9 21.9 
Standard ¥ : 1952 106.9 51.8 48.5 7. 3 16.0% 64.5% 
London Life... . 1952 33.1 8.5 25.7 ..¢ 10.0 35.7 
*Very largely for pensions. +including annuities—certain. tEstimated. §Excluding industrial life business. 


schemes is pushed further and further away from the giants of industry, the 
attraction of a life office scheme in preference to one administered privately 
by trustees becomes the more compelling. It 1s the relatively small concerns 
that are most tempted to pass on the intricate problems of inaugurating 
and subsequently administering a staff pensions scheme to the life offices. 
Although private pension funds are vested in trustees, a considerable amount 
of work inevitably falls on the employer. 

Whatever may be the outcome of the report of the much publicized Millard 
Tucker Committee on the Taxation Treatment of Provisions for Retirementf, 
therefore, the life offices seem likely to secure a larger proportion of newly 
inaugurated pension schemes in future. The Tucker report recommended, 
very broadly, that the taxation benefits now available to employees through 
staff schemes should be made available also to the self-employed and to 
controlling directors in their personal policies. Should these proposals be 








* The research group of actuaries estimated in its report that in 1951 pension contributions 
to the life offices totalled {61 millions and contributions to privately administered schemes 


{100 millions. 
+ Cmd. 9063. The committee’s proposals were discussed in editorial notes in the March issue 


of THE BANKER.—Ed. 
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implemented, the rush to take advantage of the concessions should bring a 
large volume of new business to the life offices; and there would be fierce 
competition to secure the individual pensions policies of the type envisaged 
in the report. Some of the new personal pensions policies would naturally 
merely replace premiums that would otherwise have been paid to the offices 
under life assurance policies—mainly endowment assurances; just how much 
is an open question. It would probably be enough to take quite a layer of 
gilt off the gingerbread of the new business. 

But another recommendation of the Millard Tucker Committee could 
hardly fail, if implemented, to induce a considerable increase in the present 
flow of the savings of professional and other self-employed people and of 
controlling directors through the life offices. That is the proposed increase 
in taxation relief on life assurance premiums. This stands at present at 
40 per cent. of the premium; at the standard rate of income tax of 45 per cent. 
this marks effective cash relief from the Inland Revenue of 18 per cent. of 
the premium. The committee recommended complete exemption of the 
annual payment, within defined limits, from surtax as well as from income 
tax. 

The large number of pension schemes that have been put on the books 
of the offices during the past twenty years—to all intents and purposes the 
life span of this class of business—and in particular since the war carries far- 
reaching implications for the financial balance of the offices; but the offices 
have been in no position to discourage the new business. It has on the 
contrary been warmly welcomed for the compelling reason that the vogue 
up and down the country for pension schemes has already made appreciable 
inroads into the market for individual life assurance policies. The capacity 
—let alone the propensity—of the man in the street to commit himself to 
long-term contractual saving is distinctly limited. Given the existing pressure 
on incomes from repayments to building societies and from deductions from 
salary for pension contributions, the balance available for new saving through 
individual life policies cannot be large. In many cases, indeed, it is negative, 
and existing policies are discontinued. 

The relevance of the growth in the importance of scheme business to the 
investment policy of the life offices lies in the increasing very long-term 
liabilities that the business entails for the offices. The recent incursion of the 
actuarial profession into a field that is formally that of the economist is 
evidence that the life offices are taking an increasing interest in the economic 
problems arising from the growth of funded pension schemes. (These are 
schemes under which contributions will, on the basis of the actuarial assump- 
tions on the future course of mortality, interest rates and the cost of adminis- 
tration, provide a capital sum at retirement sufficient to provide the contractual 
pension for the remainder of the insured’s lifetime). Several papers contributed 
recently to the Institute of Actuaries and to the Faculty of Actuaries (which 
is the Scottish professional body) have dealt with what may be regarded as 
the central problem: that of covering against the effect of a movement of the 
rate of interest in either direction away from that ruling when premium rates 
are calculated. Such hedging is of the greatest significance for the invest- 
ments that cover the long-deferred liabilities under pension schemes, which 
have recently been increasing so rapidly. 

Another factor focusing attention on insurance investment policy has been 
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the fluctuation in the gilt-edged market. The feeling of insecurity that Dr, 
Dalton so successfully implanted in the minds of the life office managements 
has been reinforced by the considerable movements in interest rates that have 
taken place in the last three years of the ““ new’ monetary policy. Unlike 
other investors, the life offices (and the privately administered pension funds 
too) must earn a certain minimum rate of interest on their invested funds in 
order to meet their contractual obligations; for the theoretical aim of matching 
assets and liabilities so that the offices are immunized against changes in 
the rate of interest is virtually unattainable in practice. 


EFFECTS OF GILT-EDGED FLUCTUATIONS 


The tendency for interest rates to fall that has become marked in recent 
months is, moreover, particularly disturbing to the life offices; for In many 
ways they have more to fear from a pronounced and prolonged fall in the 
long-term rate of interest than from a corresponding rise. Rising interest 
rates cause the offices temporary embarrassment through depreciation 1n the 
market value of their assets; and if the rise is swift and violent it may have 
severe effects upon the smaller offices with limited capital reserves. But 
once the assets have been written down to the new market values (generally 
through drawing on inner reserves) so that the statutory balance sheet certi- 
ficate can be made out, a rise in the rate of interest is welcomed by the life 
offices for the higher yields obtainable on new investments, which increase 
what is the most important source of the offices’ surplus. In any event, 
depreciation of dated stocks will in due course normally be recovered. The 
excessively low long-term rate of interest of the Daltonian era had serious 
effects on the earnings of the life offices; and if the yield on Old Consols could 
in fact have been maintained at, or close to, 25 per cent. for any length of 
time, sharp cuts in the rates of bonus paid to participating policyholders 
would have been inevitable. 

The life offices would not, however, have been brought to their knees; 
for the strength of at least the old-established offices is very great indeed. 
They can call in times of strain on the very considerable margin in the rates 
of premium charged for participating life assurance policies over those 
applicable to similar non-participating contracts; on the substantial free 
and published reserves or, more usually, upon the reserves concealed in the 
form of artificially low asset values as published in balance sheets; and on the 
reserves represented by over-provision for liabilities in actuarial reserves. Be 
this as it may, it is clear that the future course of interest rates is of vital 
concern to the life offices in their assessment of the prospect for future earnings 
and the net position on capital account. 

Actuaries recognize that to peer into the future course of interest rates Is 
an entirely different proposition from forecasting the trend of mortality, 
which was until quite recently looked upon as the main task of their profession. 
Moreover, the longer the emergence of the liability to make lump sum or 
periodic payments is deferred, the greater is the chance that the original 
assumptions about the future rate of interest will prove to have been wide of 
the mark——and the greater will be the cumulative effect of the variations 
from the expected experience. Deferred annuities issued by life offices in 
connection with pension schemes are the longest term business that they 
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undertake. It may easily be forty or more years before the pension of a 
new entrant into a pension scheme commences at, say, sixty-five, and possibly 
another two decades before the contract is terminated by his death. The 
increasing weight of this very long-term business has intensified the impact 
of the post-war major fluctuations in the rate of interest. It is small wonder 
that increasing attention is being paid to the problem of protecting life offices 
as far as is possible from the effect of changes in interest rates. 


Is “ IxXSULATION " POSSIBLE ? 

This insulation is attempted, as has been intimated, by matching the 
maturity dates of the assets of the life offices to the dates of their future 
commitments. The object is so to formulate investment policy that maturing 
investments together with current income from premiums and less expenses 
will exactly meet the contractual liabilities emerging in each year, regardless 
of variations in interest rates. For this purpose the aim is to achieve such a 
balance of maturities in the portfolios that losses (or gains) arising from 
capital depreciation (or appreciation) will be exactly offset by increased (or 
decreased) earnings from the yield on future premiums. The exercise has, of 
course, to rest upon assumptions about the future course of new business, 
mortality, expenses of management and the scope of available investments; 
and, unfortunately, the necessary assumptions about assets can never in 
practice be fully realized. 

The widespread options on the date of redemption that exist against 
lenders in virtually all debentures and in most gilt-edged stocks make it 
impossible in practice to ensure that a given sum will definitely be available 
from maturing investments in each future year; and there is the further 
difficulty that an adequate supply of securities of all the required maturity 
dates simply does not exist. Only in gilt-edged stocks is the supply sufficient 
to permit the accumulation of the desired amount of stock with the requisite 
maturity dates. But, even here, the recent conversion of the “ Defence 
Threes ’ four years before their final maturity date has given a rude shock 
to all such calculators. Many gilt-edged stocks carry a ten-year option. 
Who now dare assume that the 3 per cent. Savings Bonds 1965-75, for example, 
is a twenty-one-year stock ? : 

The growth of pension scheme business has itself had an important impact 
on the life offices’ “‘ matching” policy. Because the liabilities are so long- 
dated, the hedging now requires a larger participation in the longer dated 
stocks—and the offices are accordingly expected to be increasingly avid 
buyers of such stocks in coming years. The experiment of issuing the 34 per 
cent. Funding Stock 1g99-2004 was made in part at least to test the extent 
of such needs on the part of the life offices and the privately administered 
pension funds (for which the problem is even more difficult than for the life 
offices, as they have fewer short-term liabilities). 

The pension funds are also attracted to the long-dated gilt-edged stocks 
carrying high coupon rates by reason of the tax privileges that both privately 
administered funds and the life offices enjoy. The former are wholly exempt 
from all taxation on their interest income; while the pensions business of the 
life offices is, broadly speaking, liable for tax only on the surplus of interest 
Income over payments of annuities—an arrangement that has naturally 
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induced the offices to work towards as close a balance as possible in each 
future year between their expected income and contractual obligations. Given 
these far-ranging tax concessions, it is natural that the pension funds 
should be attracted by high flat yields, rather than by the prospect of tax- 
free capital profits on the medium-dated stocks as they near their redemption 
dates. In this they differ from investors paying the standard rate of tax, 
or even from the life offices paying 7s. 6d. in the f. 

There is little available information about the extent to which funds held 
against pension liabilities, either by the life offices or privately, are being 
invested in equities. Few life offices maintain separate annuity funds, but 
their combined life and annuity accounts are apportioned for internal purposes 
and for tax returns; and the steady growth both absolutely and proportionately 
of equity stocks in life office accounts suggests that a similar growth in 
equities is taking place in that part of the portfolio that represents the invest- 
ment of annuity reserves. The life offices fully recognize that the fundamental 
basis of their prosperity—a healthy economy providing buoyant incomes for 
wage and salary earners—is dependent upon the maintenance of an adequate 
supply of risk capital to British industry. The responsibility of the offices 
to their policyholders prevents them from participating in small and risky 
new ventures; but as a general principle equity investment of accruing pension 
contributions is essentially sound. For it holds out the best safeguard against 
the effects of inflation on investment income in the future. 

Another form of hedging against changing circumstances is the issue of 
scheme policies on a participating basis. This is still a comparatively new 
practice in Britain though already fairly common in the United States. The 
essence of the participating scheme is that it supplements a minimum ‘“‘basic”’ 
pension payment by a bonus paid out of profits. The participating pension- 
ers thus share in the equity of the life offices. The first office in Britain 
to introduce such business was the Prudential. So far the amount of its 
participating pension business has been distinctly modest in relation to the 
size of its business 1n other types of annuity. The principle of paying rather 
more now in the expectation of ultimately getting a better bargain is perhaps 
less attractive to many industrial firms than to the business instinct of the 
man in the street; participating policies are, of course, old-established in 
individual business. Recently, however, the Equity and Law and the 
Scottish Widow’s Fund announced that they were offering participating 
pension schemes, and more offices may well follow suit before long. Partici- 
pating pension business will, no doubt, expand in this country, although the 
rate of growth may be slow. 

There can be no doubt that the existence of a substantial proportion of 
participating business on the books is good for the peace of mind of life office 
managements. Except in most abnormal circumstances, the policyholder 
will do better from a with-profit policy than from a non-participating contract, 
whilst the offices have a useful cushion in the part of their annual premium 
income that is paid solely for the right to participate in profits. This cushion, 
of course, is likely to be utilized only very rarely. Even during the last war 
most offices continued to pay an appreciable, although reduced, bonus. 
But it is a valuable and comforting hedge against adverse experience. 











176 THE BANKER 


SCOTLAND: 


An Economic and Industrial Survey 





On September 2nd there opens in the Kelvin Hall, Glasgow, the second 
post-war exhibition of Scottish industry, and THE BANKER marks the 
occasion by advancing the date of its annual survey, previously published 
in November. 

This exhibition, promoted by the Scottish Council, provides a natural 
opportunity for taking stock of the progress of Scotland’s economy since the 
war, and especially in the five years since the previous exhibition. This 
progress, as the first of the following articles shows, has been marked not only 
by development and modernization of the bastc industries, but also by an 
amportant widening of the range of activity. More than a hundred distinct 
branches of industry will be on display in the Kelvin Hall—but even that 
spacious setting can no longer provide a wholly comprehensive shop window. 











The Industrial Achievement 
By a Special Correspondent 


OST Scottish industries have shared in the climate of post-war pros- 

perity, the heavy basic industries as well as the industries using 

new techniques or catering for the consumer. But perhaps the most 
striking aspect of Scotland's industrial development since the war has been 
the extent to which the planned object of diversification of industry has been 
achieved. Specific steps to encourage new industries were indeed first taken 
before the war. Under the Special Areas Act of 1934 the Government gave 
financial support to an Industrial Estate Company, which leased out factory 
space to new firms. This company was the forerunner of Scottish Industrial 
Estates Limited, which was set up under the Distribution of Industry Act of 
1945 to become the active building agent of the Board of Trade to construct 
premises and let them to a large number of small firms. The company owns 
some twenty estates, and between October, 1948, and May, 1954, it had let 
almost 9} million square feet of factory space. The total space let was 15} 
million square feet, and 355 tenants were in occupation. The largest of the 
individual estates, Hillington, houses a greater number of concerns than any 
other Government-sponsored estate in the United Kingdom, giving employ- 
ment to 19,000 workers. 

The company’s purpose of promoting diversification was _ originally 
intended to be pursued by encouraging the development of light industries, 
but the emphasis soon changed to building premises for undertakings pro- 
ducing goods that would either earn or save dollars, while in the past three 
years the building activities have been largely guided by the needs ol 
rearmament and the intensification of the export drive. The average size of 
factories has continued to increase and for some time now only a few “ nest © 
factories have been provided for the smaller firms. 
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It is notable that a substantial contribution to the range of new industries 
started has been made by undertakings of United States and Canadian origin; 
fully four-fifths of the American concerns that have come to the United 
Kingdom since the war have been attracted to the Scottish development 
area. lhe twenty-two United States companies in that area have more than 
doubled their original factory space through extensions, bringing the present 
total to over 2 million square feet. These undertakings make a wide range 
of products, including industrial safety equipment, typewriters, clocks, coal- 
cutting equipment, electrical instruments, photographic equipment, cash 
registers, accounting machines, watch movements, instrument control equip- 
ment, calculating machines, and heavy earth-moving equipment. In June, 
1954, it was announced that yet another American company had decided to 
set up a plant in Scotland; it will manufacture electrical appliances for house- 
hold, personal, garden, and other uses in the new town of East Kilbride. 

Another facet of diversification, approved by the Government in 1951, has 
been the establishment of a development scheme for the electronics industry, 
promoted by the Scottish Council; work is now proceeding on the construction 
of a large laboratory. <A further opportunity has been provided by the adop- 
tion by the Economic Co-operation Administration of the Council’s plan for 
the manufacture in Scotland of United States goods under licence. More 
generally, the Council is doing valuable work in providing information on the 
latest scientific developments to small firms that cannot maintain their own 
research staffs; and it is continuing its researches into the possible commercial 
exploitation of Scottish mineral resources. 

Substantial progress in diversification has therefore been achieved, but its 
initial pace has not been sustained. The number of major undertakings 
that have decided to locate new branch factories in Scotland has been declining 
steeply since 1946. Between 1949 and 1952 the number of new industrial 
projects in Scotland of 5,000 square feet and over approved by the Board of 
Trade fell from 178 to 86. The downward trend was reversed in 1953, when 
the total rose to 138, but it is still true that it is becoming increasingly 
dificult to attract further new industries. 


DISAPPOINTMENTS IN COAL 


But, whatever Scotland’s success in attracting new industries, the health 
of its economy still depends in the first instance on the prosperity of its basic 
industries. One of the most disappointing features of recent years has been 
the low and almost static level of coal production. The target of 25 million 
tons set in 1949 has still not been reached; during the past six years production 
of deep-mined coal has averaged 23.4 million tons, and in 1953 it was only 
22.8 million tons. Moreover, its proportion of total U.K. output has declined 
from 12.0 per cent. in 1948 to 10.8 per cent. in 1953; and average annual 
output per man has fallen from 288.7 tons to 267.8 tons, partly because of 
the relatively high number of unofficial stoppages. The operating profit of 
2s. gd. per saleable ton achieved in 1948 has been turned into a loss of 3s. 7d. 
per ton in 1953. | 

In Scotland, perhaps even more than elsewhere in Britain, the future 
trend of costs is becoming an ever more urgent consideration in the mind of 
the National Coal Board. That trend will depend mainly on the rate at 
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which the high cost collieries in the central coalfield can be replaced by 
efficient collieries in other fields—in Fife, the Lothians and Ayrshire. 

These newer Scottish coalfields are, however, accorded an important part 
by the National Coal Board in its long-term “ Plan for Coal’. The starting 
dates of some schemes have been brought forward in order to make up leeway 
in the programme, and by the end of 1953 work was proceeding on nine new 
sinkings. Work on a large new colliery involving an estimated expenditure 
of over £5 millions was started in May of this year at Seafield, near Kirkcaldy, 
and the project includes the construction of the first experimental borehole 
in the United Kingdom to permit “ out-to-sea”’ drilling. It is hoped in 
this way to prove undersea coal reserves in the Firth of Forth. A start is 
also expected to be made soon on a further four new collieries at Airth, 
Stirlingshire; Rigfoot, Ayrshire; Burnton, near Dalmellington; and in the 
vicinity of Dalkeith, Midlothian. Substantial progress has also been made in 
the reconstruction of existing workings; a further four major schemes have 
been announced this vear. 

Important investments have also been made to improve the quality of the 
coal brought up. Existing washeries are being modernized and mechanical 
cleaning and preparation of coal is being extended. A further achievement 
has been to improve designs for coal cutting and loading machinery to suit 
seams of varying thickness. These machines should do much to increase 
productivity at the coal face. All in all, it may be said that while technical 
factors still cast a cloud over the immediate outlook for the Scottish coal 
industry, it seems probable that the new capital investment should begin to 
bear fruit in the not-too-distant future. 


CHANGING PATTERNS IN STEEL 

The steel industry in Scotland has shared in the post-war prosperity of the 
industry as a whole, but steel production has been kept below capacity by 
scarcity of heavy scrap. Production has averaged about 2.3 million tons a 
year over the six years since 1948, the highest figure being 2.4 million tons 
in 1950 and the lowest 2.1 million tons in 1951. Scottish steelmakers have 
traditionally used a high proportion of scrap in the metal charged in steel- 
making furnaces; but the acute shortage of scrap in the post-war period 
made it apparent that any substantial increase in steel output depended 
essentially upon a change in established methods of production. As a result 
of an extensive programme of plant conversion the proportion of scrap charged 
in steel-making furnaces has been reduced from about 75 per cent. to around 
50 per cent. in the past few years. To help provide the requisite additional 
supplies of pig-iron, a new battery of coke ovens capable of carbonizing 
10,000 tons of coal a week was brought into commission in 1952 at the Clyde 
Iron Works, thus making the works independent of outside supplies of coke; 
and output of pig-iron has in recent years been restricted most of all by uncer- 
tainties regarding deliveries and quality of coking coal. 

The Scottish iron and steel industry is continually undertaking new 
ventures and improvements. Furnaces that have been installed in recent 
years include tilting furnaces of the most modern water-cooled types and 
fixed-type open-hearth units that are among the largest in Britain and that 
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incorporate the latest improvements in design and construction, including 
modern boiler plant for the recovery of waste heat. Other schemes have 
included the closer integration of existing units; several million pounds have 
been spent on making the works at Cambuslang and the neighbouring Clyde 
Iron Works one of the largest integrated steel plants in the United Kingdom. 
Among the major improvement schemes completed 1n 1953, Dalzell Steelworks 
at Motherwell became equipped for the manufacture of special quality carbon 
and other steels, and output of the adjacent bar mill was increased as a result 
of the installation of a new pre-heating furnace. Further considerable saving 
in fuel is expected to result from the electrification of a number of plants. 
Recent research projects include the production of stainless steel castings for 
use in hydro-electric installations, stainless steel propellers for ships, and a 
completely new type of composite plate made by bonding a thin veneer of 
stainless steel to a backing of boiler plate. Research continues in the produc- 
tion of special steels suitable for rotor forgings in steam and gas turbines. 

The industry's main development schemes have been matched by the 
installation and extension of by-product recovery plants. Those associated 
with the new coke ovens at Clyde Iron Works incorporate a number of inno- 
vations. These include two self-cleaning tar decantation tanks and two 
machines, the first of their kind to be operated in Britain, for the production 
of sulphate of ammonia. At the same works, capacity of the benzol recovery 
plant has been doubled. 

A large proportion of British export business in steel has been secured by 
the Scottish industry, and last year substantial quantities of heavy steel 
products were shipped under bilateral trade agreements. [Shipments of black 
and galvanized sheets have been limited only by quotas allocated to makers. 
At home, too, demand for these sheets has remained intense, and the light 
engineering industries, including some of those recently attracted to Scotland, 
have consumed increased quantities of thin gauge sheets. Heavy and medium 
plates have been in keen demand from locomotive engineers, wagon builders, 
shipbuilders, power plant producers and manufacturers of mining machinery. 
In the light castings section, substantial sums have been spent on moderniza- 
tion and development of iron foundries, and practically all undertakings are 
now mechanized to some extent. Nevertheless, the industry has suffered 
from a shortage of skilled moulders. Difficult trading conditions have been 
experienced in this section over the last year or two, and some concern has 
recently been expressed at the effects of the modification in the demands of 
the rearmament programme. 


NEW PROBLEMS FOR SHIPBUILDERS 

The shipbuilding industry in Scotland has recently experienced an abrupt 
change in the major source of its difficulties. Until 1953, the main problem 
confronting shipbuilders in Scotland, as in Britain as a whole, was the severe 
general shortage of steel, and particularly of steel plates, aggravated by an 
uneven flow of deliveries to the yards. Substantial sums were, and are still 
being, invested in large-scale mechanization and re-equipment; many Scottish 
shipbuilders made increasingly heavy prefabricated sections, and welding was 
more widely adopted. Today, in contrast, steel supplies are more readily 
available, and the most pressing problem confronting shipbuilders is to 
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re-stimulate the flow of new orders. This is essentially a problem of reduc. 
tion of costs—especially in the face of the fall in freight rates. Unfor- 
tunately, however, the earlier shortage of steel prevented the industry from 
obtaining the full benefits of speedier and more economical production that 
the post-war investment programme was expected to achieve. Fixed prices 
were again being quoted by shipbuilders towards the end of 1949, but before 
long most yards were again forced by the rise in wages and costs of raw 
materials to quote on an open basis. 

The peak in the value of contracts booked by Scottish shipbuilders was / 
reached in 1951; since then, and especially in the past eighteen months, Scot- 
tish yards have shared in the general decline in the number of new contracts 
placed; and a few cancellations have been reported. Moreover, the volume 
of work in hand is not evenly distributed among shipbuilders. Yards 
specializing in the construction of tankers are assured of work for a few 
years ahead, but relatively few orders have been placed for the highest class 
of passenger and cargo liner. Consequently, although the Scottish yards are 
active enough at present, the longer term outlook is not without its anxieties, 
both for the shipbuilders themselves and for the vast array of ancillary 
industries supplying components. The decline in new orders is in no small 
part a reflection of the steadily growing competition from continental yards 
—which has likewise hit the business in ship repairs. 


~_ 


WIDE RANGE IN ENGINEERING 


The third major strand of Scottish heavy industry has always been 
engineering. The Scottish engineering industry has long been noted for its 
adaptability and diversity of output, and in the post-war period numerous 
established concerns have increased the scope of their activities. The record 
shows indeed that the possibilities of heavy industry, far from being exhausted, 
are even capable of contributing substantially to the aim of industrial 
diversification. 

The marine section of the industry provides a striking example of diversi- 
fication. The range of products has been extended to include production of 
electrical equipment, and extensive research and experimental work has been 
undertaken at Clydebank on gas turbines suitable for either land or marine 
work. Edinburgh engineers have introduced stabilizing gear for reducing roll 
in ships; substantial orders have been secured, perhaps the most noteworthy 
being that recently announced for the Queen Elizabeth. The same engineers 
designed and built a steam-operated aircraft catapult, considered to be among 
the most important inventions in naval aviation since the war. Marked 
progress has also been recorded in the design and production of improved 
engines for ship propulsion. 

Numerous new products have also been introduced by manufacturers i 
the relatively small, but important, machine tool industry. Many special 
orders have been undertaken for precision engineers and shipbuilders. Many 
of the specialist concerns are located outside the central industrial belt; the 
manufacturers of automatic welding machines in Inverness have gained 2 
world-wide reputation for flash-butt welding machines for joining aluminium 
alloys, and a Fraserburgh company manufacturing machine and pneumatic 
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tools has taken over part of a factory in Aberdeen for the production of air- 
craft tools and components. 

Manufacturers of railway equipment have also achieved a wider diversity 
of output, but orders have recently become more difficult to obtain as a result 
of intensified foreign competition. The North British Locomotive Company 
Limited has extended its range of products to include production and develop- 
ment of hydraulic transmissions of “ Voith”’ design, guillotines, croppers, 
shearing machines, blanket-washing machines, powder driers and excavators 
of American design, many of these products being destined for the export 
market. 

A notable expansion has occurred in heavy electrical engineering. Hydro- 
electric equipment and power station plant for many inst: lations at home 
and abroad have been especially important. This new industry has been 
brought to Scotland by the policy of the North of Scotland Hydro-Electric 
Board in encouraging the manufacture of most of its equipment at home. 
This has also benefited manufacturers of electric cables. One company is 
developing special types of cables in which nylon, silicone and glass are used 
as insulating materials, and it holds substantial orders for sieewade installations. 
Dundee engineers have added a test laboratory for research on super high- 
voltage technique to their factory, where a new mechanical and research 
department is under construction. 

Scottish engineering firms have also participated in the increased 
mechanization of the coal industry at home and abroad, and important 
progress has been made in other sections, such as agricultural machinery 
(including machinery for use in sugar, coffee and rice plantations overseas), 
paper machinery, textile machinery (where demand has been held up by 
buyers overseas), office machines, and aircraft. Jet engines are being pro- 
duced at the large Rolls-Royce factory at East Kilbride, work on aircraft and 
components is proceeding at Dumbarton, and a “ Prestwick Pioneer ’’, the 
first plane to be designed and built in Scotland, was delivered to the R.A.F. 
in August, 1953. 

Further expansion and research has also occurred in the industries producing 
specialized electrical goods and precision instruments. A start has been 
made at Wishaw on the production of high vacuum apparatus used in atomic 
research stations and in the electronics industry, and this project will give 
Scotland a strong link with the industrial development of atomic power and 
the radio and television industries. Manufacturers of sewing machines, 
refrigerators and watches have made substantial progress in increasing their 
export markets and withstanding foreign competition at home. 


RECOVERY IN TEXTILES 

Scottish mills shared in the world-wide recession in the textile industry in 
1952, but since then they have shared also in the recovery. A shortage of 
skilled workers has prevailed fairly generally throughout all the textile 
industries, and automatic stop machinery is being widely introduced to raise 
productivity from the existing labour force. Large quantities of substitute 
fibres and mixture yarns are now being used and “ Ardil”’ is being manu- 
factured on an increasing scale near Dumfries. 

The Scottish textile industry is continuing to put a strong emphasis on 
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quality. The strength of the tweed industry lies largely in the wide range 
of cloths produced. Each mill has developed cloths having their own charac- 
teristic stvle and texture; this gives the essential feature of variety to this 
high-class novelty trade, of which such a large proportion of output Is exported. 
Over 9 million square yards of Scotch tweed and other pure wool cloth, 
together with a substantial weight of spun yarns, were exported in the year 
to October 31, 1953, to a record aggregate value of over {10 millions. Most 
of these shipments went, moreover, to dollar markets. In the Harris tweed 
industry some of the smaller firms that did not export went out of business 
altogether during the slump of 1951, but conditions have shown a marked 
improvement since then; output in 1953 established a new record. 

In the hosiery and knitwear industry the wide diversity of output main- 
tained by some Scottish manufacturers enabled them to escape the full brunt 
of the general recession in textiles in 1952, since demand for novelties and 
special lines kept up well. The bulk of output is sold overseas, and the 
demand for cashmere goods, particularly in the United States, has remained 
steadily high. Manufacturers in the lace and madras industry in Scotland— 
producing two-thirds of the total British lace output and almost the whole of 
the madras output—are trying hard to enter fresh markets. An organization 
known as British Lace Furnishings (Overseas) Limited has undertaken an 
extensive advertising campaign in Canada. 

Comparatively new but rapidly expanding textile industries in Scotland 
are the rayon and nylon industries. Rayon is particularly important in the 
Dunfermline area where it is replacing the original linen industry. The 
range of nylon goods now being produced is extensive. In the linen thread 
industry manufacturers are experimenting with the making of nylon thread, 
and large quantities of floss thread are being produced. Another new 
development is the growing use of nylon and “ Terylene ” in place of linen in 
the manufacture of fishing nets. 

These new developments have not, however, been markedly at the expense 
of the traditional industries. Manufacturers of sewing cotton have continued 
to increase spinning capacity to reduce their dependence on Lancashire. 
Following tests with many prototype machines, a number of high speed and 
more efficient units have been installed, particularly in finishing departments. 
Trading conditions in the linen industry have been somewhat irregular, orders 
generally being for small quantities for quick delivery, but demand is growing 
for linen damasks with characteristic Scottish designs. But still more manv- 
facturers have been switching to other fabrics and the weaving of synthetic 
fibres is being more widely adopted. In the flax industry large orders have 
been received in recent years from oil companies for tarpaulins to shade oil 
storage tanks. New developments include an extension in the use of “ fibro.’ 
The important jute industry has been fraught with many difficulties since 
1948. These include shortage of labour, high prices and periodic shortages ol 
raw jute arising from the division of India and Pakistan, and competition 
from cheap Indian finished goods. Nevertheless, manufacturers have shown 
their confidence in the industry’s future by investing about £5 millions in 
fresh plant during the post-war period. Since 1952 the mills have been 
extremely active. 

Scotland has always ranked high in the British carpet-making industry. 
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Scottish carpet mills produce all grades of Axminster and Wilton carpets and 
account for about one-third of total British output, and manufacturers have 
carried out a substantial post-war investment programme. The largest factory 
in the United Kingdom is in Glasgow, and it was this company that wove 
the carpets used for the Coronation ceremony. The industry was severely 
affected by the restrictions imposed on imports by Australia and New Zealand, 
but trade has shown a marked improvement recently. Linoleum manu- 
facturers have been well employed, and it is scarcity of labour that presents 
the most acute and persistent problem for them. Exports are world-wide. 


EXPANSION IN OIL AND CHEMICALS 

Perhaps the most important of all the recent developments in Scottish 
industry have been in the oil and chemical industries. Large expansions in 
oil-refining plant by Scottish Oils Limited, in the Grangemouth area, stand 
out in particular. The Grangemouth refinery now handles about 2} million 
tons of crude oil annually, and the catalytic cracker for the production of 
high-grade petrol began operations in January, 1953. Crude oil supplies are 
pumped through a pipeline linking the refinery installations with Finnart on 
Loch Long, where some of the world’s largest tankers now discharge their 
cargoes. The variety of products from the refinery will provide additional 
raw materials for the oil and chemicals industries, including plastics. 

The Scottish chemical industry is indeed already well advanced. Through- 
put at the retorting plants of the shale oil industry has remained at a very 
high level and a new type of detergent has been produced. Work has con- 
tinued on the development of new products from seaweed and the Institute 
of Seaweed Research at Musselburgh has undertaken experiments in har- 
vesting deep-growing varieties. According to the Director of the Institute, 
Scotland's seaweed resources are capable of yielding annually about 30,000 
tons of algenic acid, a slightly larger quantity of mannitol, almost 40,000 
tons of lamenarin and over 5,000 tons of a new chemical known as fucoiden. 
Research in the development of new products continues over a wide field in 
other sections of the chemical industry. An Edinburgh company has estab- 
lished a process for the production of synthetic alkaloids of the tropane group; 
“ Acth’’, the new drug for the treatment of rheumatoid arthritis, is now 
being produced at Newhouse, and in October, 1951, producers of suture in 
Edinburgh opened a new factory that is believed to be the largest and most 
modern of its kind outside the United States. The fertilizer industry has 
undertaken a large investment programme and output has risen considerably. 


OTHER TRADITIONAL INDUSTRIES 


The paper-making industry has suffered from lack of orders in recent years, 
short-time working has occurred periodically, and a few mills have on occasion 
been forced to shut down. Most new developments in the printing and 
publishing industry have been designed to secure economies through speeding 
up production. This is particularly so in the binding section, where scarcity 
of skilled craftsmen and the extended waiting period for delivery of up-to-date 
machinery, especially from the United States, have restricted output. Photo- 
lithography is being more widely used for printing and re-printing books. 
The furniture industry has experienced a sharp rise in costs since 1939, and 
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this has induced manufacturers to change from hand-made specialized work | 
to mass-produced furniture at lower prices. Most factories are now equipped | 


to adopt the modern techniques of steam bending, precision cutting, and 
kilndrying. Producers are most anxious to maintain the highest standards 


of design and craftsmanship and a progressive policy has been fostered by a | 


succession of competitions and exhibitions. 

In the glass industry manufacturers of glass containers have expanded 
production by extensions to existing factories, building furnaces of improved 
design and introducing more efficient cooling systems that enable machinery 
to operate at higher speeds. Manufacturers of industrial and laboratory 
glassware have also undertaken modernization schemes to meet the growing 
demands of the chemical industry. Output of hand-made decorative glass- 


a eee 


ware is restricted by the shortage of skilled glass-blowers, and few young | 


men appear to be entering the craft. In the leather industry production has | 


increased substantially in the post-war period. Pigskins tanned by the 
vegetable method in the west of Scotland are held in especially high repute 
throughout the world and are used for production of fancy leather goods such 
as saddlery, high quality luggage and other travelling accessories. Keen 
competition has been met from cheaper plastic substitutes for upholstery, 
particularly for use in the furniture and motor car industries. 

Distillers have been working to capacity 1n recent years and the steadily 
rising annual output of new whisky has been placing a severe strain on storage 
accommodation for the maturing stocks at many distilleries. Additional 
accommodation has been or is being completed to house stocks, which are 
almest back to the pre-war level of 150 million gallons. Some distilleries 
have carried out major improvements and a number have installed electrical 
machinery. Exports of Scotch whisky in 1953 were the highest ever at 
13,202,464 proof gallons, earning over £37? millions in foreign exchange. 
Shipments in the first quarter of 1954 showed a further expansion. 

Output of tyres has increased as a result of extensions to factories and 
improved methods of production and factory layout. New developments 
include the replacement of cotton by rayon cord in both car and giant tyres, 
the use of tyre curing presses having curing bags integral with the mould 
and the use of new chemicals to accelerate the vulcanization of tyres. Good 
progress has been made in the consumer goods industries that cater largely 
for the export market—and particularly the dollar market. These include 
the manufacture of golf clubs, perfume, and jam and confectionery, including 
the famous shortbread and Dundee cake. 





* 


Altogether, the record of Scottish industrial achievement in recent years 
is undeniably impressive. Inevitably—as this long but far from compre- 
hensive sketch has shown—there has been disappointment as well as promise. 
But almost everywhere there has been keen effort and new investment. This 
has been true also in agriculture, which plays so vital a réle in Scotlands 
economy—but has had to be omitted from this year’s survey. Over the last 
four seasons, gross agricultural output has expanded by £12 millions (at 
constant prices), yet the labour force has steadily diminished. The problems 
of the fishing industry have been less tractable. But even that industry, in 
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common with all others, should draw some benefit from the fruits still to be 
vathered from the big investment outlays of the public utilities—the Hydro- 
Electric Board and the B.E.A., the railways and the Forestry Commission, 
the Harbour trustees, and the local authorities. 





The Highland Problem 


T is widely accepted that a strengthening and a welcome and essential 

broadening of the industrial base of the Scottish economy have now been 

achieved; Scotsmen are, however, less confident that this has been achieved 
either in the manner best calculated to make the best use of Scotland's 
resources under present circumstances, or in a form that would minimise the 
effects of any future world-wide recession of trade on the economy. The 
pattern of post-war industrial development has been established largely 
through the operation of the Distribution of Industry Act, 1945. This “Act 
was designed to secure a balanced distribution of industry throughout the 
country, and, in particular, to assist in the industrial development of specified 
areas in which an undue dependence on a few heavy industries had resulted 
in serious and prolonged unemployment before the war. Paradoxically, it is 
precisely the success that has been achieved in securing this particular object 
that has given rise to a feeling that the rather rigid application of the provisions 
of the Act may have endangered the prospect of achieving its wider aim. 

In fact, while the unemployment rate has consistently been higher in 
Scotland than in other regions in Great Britain, it is not in the main industrial 
area that unemployment has constituted a major problem in the post-war 
years. It is in the north and north-east—and particularly in the smaller 
centres traditionally dependent for their livelihood on a combination of agri- 
culture and fishing—that unemployment has been most acute. Although 
the number of unemployed in these districts has formed but a small part of 
the national total, it has ranged up to nearly 20 per cent. as a percentage of 
the labour force, compared with a figure of some 3 per cent. for Scotland as 
a whole. This leaves no doubt about where the immediate problem of 
economic balance lies. 

This is, of course, basically a part of what has become known as the 
Highland problem, characterized for more than a century by a steady drift 
of population from rural to urban areas, and to a large extent out of Scotland 
itself. Moreover, the problem is not confined to the Highlands, but exists 
also in other regions outside the highly industrialized belt. Depopulation has 
meant, at best, a stagnation of rural communities and at worst rapid atrophy, 
in the Borders, the south-west, the east and the north. This can never be 
at any time a regional problem: it is a Scottish problem, and the outstanding 
one that must be solved before it can be claimed that Scotland has a balanced 
economy. The problem has not lacked study in recent years. But the 
analysis has not been adequately matched by action. 

The solution need not, and indeed must not, envisage any radical change 
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in the way of life of the people, for succeeding reports on the Highlands have 
stressed that revival of the economy in this region must depend largely upon 
development of the established industries—basically agriculture, forestry, 
fishing and tourism. It would be idle to pretend that nothing has so far 
been done to aid these industries. Considerable investment in agriculture 
has, for instance, taken place as a result of the Hill Farming Acts, which 
provide a 50 per cent. grant towards the cost of farming projects. Further 
hope for agricultural development lies in the recently published report of the 
Commission of Enquiry into Crofting Conditions (the Taylor Committee), 
whose recommendations have received wide acceptance. The first and most 
important recommendation of the committee was the establishment of a 
Crofters Commission, responsible to the Secretary of State for Scotland and 
endowed with adequate executive and financial powers. It is also hoped 
that a peat-burning experiment being conducted by the North of Scotland 
Hydro-Electric Board at Altnabreac in Caithness may, if successful, be 
extended to other areas, making available large tracts of land at present 
useless for agriculture or forestry. And the Forestry Commission has, by the 
adoption of techniques of mechanized planting, greatly extended the forest 
area, and is increasing the scope for employment. 





The essential need, however, is for the introduction of ancillary industries 
in the villages and smaller towns to provide seasonal employment for the 
crofters. There has been some welcome evidence of a determination to 
secure a greater measure of self-stimulated recovery in this way in the post- 
war vears. Production of animal and poultry foods and fertilizers from 
seaweed began at a new factory on the Moray Firth in 1949; a small factory 
for the production of machine tools went into operation at the crofting com- 
munity of Inverasdale in 1950; modern electrical equipment and a new 
briquetting plant have been installed at the privately-operated coal mine at 
Brora, where a new brick-making plant is also nearing completion; and a 
diatomite processing factory has been opened in Skye. These are but a few 
examples of developments by private enterprises; and to them must be added 
the Hydro-Electric Board’s encouragement of the quarrying industry by the 
use of local stone for its buildings wherever possible; and also the Govern- 
ment’s decision to site its first atomic power station using the new breeder- 
reactor at Dounreay, near Thurso. On the other hand, the decision in 1948 
to extend the provisions of the Distribution of Industry Act to Easter Ross 
and parts of Inverness-shire by incorporating them in the development area, 
and the intimation in 1952 that special efforts would be made to attract new 
industries into the Buckie-Peterhead area to relieve the chronic unemploy- 
ment, have produced little more than a sense of frustration. 


The problem is in fact too great and too pressing to respond to anything 
less than a conscious and comprehensive policy, speedily adopted and ener- 
getically pursued at Government levels; and it must be seen as part of the 
wider problem of securing a balanced distribution of industry throughout the 
whole country and of exploiting Scotland’s resources to the full. Perhaps the 
most pressing need is for improved rail and road facilities. High freight 
rates increase the difficulties of attracting new industries. Development of 
a lucrative tourist industry has been halted in some areas because the roads are 
so narrow or the surfaces so bad that they cannot accommodate the large 
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present-day touring coaches. It is true that the Government decided last 
vear to undertake additional work on Highland roads at a cost of about 
{1 million in all over the next three years, but welcome as it is, this pro- 
eramme can touch only the fringe of the problem. 

The success attending the Distribution of Industry Act in the central 
industrial belt contrasts, as has been mentioned, with more than the con- 
ditions in the Highland area alone. In the east, for example, around the 
Fife and Lothian coalfields where a major development in mining is expected 
in the future, there is a real fear that industrial development will lag behind 
the increase 1n population and endanger the growth of balanced mining com- 
munities—deemed to include not more than one miner to eight other types 
of worker. At the new town of Glenrothes, designed primarily to house the 
2,000 miners who will be employed when work begins at Rothes colliery, 
and of which the population is already some 3,000, two industrial sites of 
39 and 24 acres respectively have been provided, but so far no factories have 
been erected. 

The dangers that might arise from over-concentration of official policy on 
one area were foreseen some little time ago. In 1951, the chairman of the 
Scottish Council said: ‘“‘ We should be more selective regarding the types 
(of industry) accepted and very careful as regards the area in which they 
were placed ’’. A committee, headed by Mr. A. K. Cairncross, was appointed 
by the Council in the same year with terms of reference “‘ to recommend 
methods of promoting economic expansion along appropriate lines in country 
towns, and country mining areas, where more industrial employment is 
necessary and practicable ’. The committee's report was published in 1952, 
and though its conclusions have in the meantime been rejected by the 
Government they are nevertheless pertinent and worthy of study. The 
committee saw the problem of local development in national rather than in 
local terms. It took the view that the industrial development of country 
towns must rest primarily on local enterprise and on firms already established 
locally; but that the central government ought to be given power to finance 
the whole or part of the cost of erecting new factories where conditions 
warranted. Industrialization along these lines, with its promise of con- 
servation of resources and progressive development, should, if necessary, have 
priority over schemes whose immediate objective was tbe relief of unemploy- 
ment. The existence of thriving communities with well-developed local 
resources might in time attract immigrant firms to cater for the newly- 
created demands of the local population. At least the consumer goods 
industries should thus be spread more evenly over the country. 

Development on these lines would be. fostered if Scottish Industrial 
Estates were to revert in some measure to its original purpose of providing 
“nest ’’ factories for smaller firms, albeit over a wider area than was originally 
envisaged. This is not to suggest that the present excellent work of the 
estates company should be curtailed; what is needed is that additional funds 
should be made available for both strands of development to be pursued 
simultaneously. There seems little reason, in justice or equity, why the 
small but promising domestic company, hampered by lack of development 
capital, should be denied the attractive facilities so readily provided for the 
large immigrant undertakings in selected areas. 
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American Review 


RESIDENT EISENHOWER’S mid-August statement on economic con- 
ditions was couched in generally optimistic tones and was no doubt intended 
in part as a buttress to his Party’s campaigners in the Congressional elections, 
now only a few weeks distant. In the event, the President inevitably indulged 
in a certain amount of careful selection of economic indices and bases of com. 
parison; but at least so far as the first six months of the year are concerned, he 
was probably justified in stressing the marked resilience shown by the economy. 

The President pointed out that industrial production had fluctuated within 
only narrow limits from January to June; the Federal Reserve Board’s seasonally 
adjusted index fell from 125 in January to 123 in March and April and 124 in 
May and June. It appeared accordingly that the decline had come to a halt by 
mid-vear. The President went on to give figures to demonstrate the relatively 
modest fall—of rather less than 3 per cent.—in the gross national product 
between the first half of 1953 and this year. The contrast with the fall in industrial 
production of rather more than 8 per cent. is primarily due, as he rightly claimed, 
to the buoyancy of personal incomes. Gross personal incomes were virtually 
the same in the first half of 1954 as 1n the first half of 1953, while the reductions 
in personal taxation actually raised total disposable incomes by about 14 per cent. 
on the vearly comparison. In the same period, non-farm employment had fallen 
by no more than 23 per cent. 

There is room for considerable difference of opinion over the extent to which 
such stability—or stagnation—can persist in the United States economy; and 
there are still many observers who maintain that the Federal Government should 
in past months have taken more active measures to stimulate activity. Yet it 
has certainly been a remarkable feature of the present recession that consumer 
incomes and consumer demand have been so well maintained in a period of falling 
production. Even by comparison with the peak reached in the second quarter 
of 1953, total personal incomes over April-June had fallen by an annual rate of 
no more than $2,000 millions (to $282,500 millions); and as personal taxes were 
reduced by $3,500 millions, disposable incomes rose over the period from $247,70 
millions to $249,200 millions. The annual rate of spending on durable all 
had indeed fallen by about $2,000 millions (to $28,500 millions) and spending on 
non-durables by $1,000 millions (to $121,000 millions); but spending on services 
was up by fully $4,600 millions, from $77,600 millions to $82,000 millions. The 
rate of total expenditures had thus risen from $230,400 millions to $231,500 
millions, while personal savings, up in the first quarter from an annual rate of 
$17,000 millions in 1953 to $20,000 millions in 1954, fell to a rate below $18,000 
millions in the second quarter of this year. 

Another important factor that has done much to check the extent of the 
recession has been the boom in construction. This boom has been instigated by 
the higher wage rates—offsetting the lower number of hours worked—larger 
social insurance payments, the continued maintenance of farm income through 
price supports, and cheap and abundant credit in conjunction with generous 
mortgage guarantees, which have given a marked boost to residential con- 
struction. Total demand has thus been broadly sustained in a period in which 
inventories were being reduced at what is provisionally estimated as an annual 
rate of some $5,000 millions, contrasting with an addition to business stocks of 
some $6,000 millions in the peak quarter of last year. 

But, despite the confident tone of the President’s report on the past year and 
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his further optimistic interpretation of pointers to coming improvement, there 
is some evidence that the Administration is not in fact altogether satisfied with 
business trends. A few weeks ago, for example, Vice-President Nixon was 
declaring the need for annual expenditures of about $5,000 millions over the 
next decade on a programme of highway construction to supplement the state 
and federal projects to-day running at an annual level of $4,000 millions. 
Similarly, the Secretary of Commerce, Mr. Weeks, has announced that the 
Government will “ give business a nudge’ by expediting contracts previously 
scheduled for the end of the year. This may be done by the Department of 


American Economic Indicators 


1954 

1951 1952 lg53300 
Apr. May June = July 

Production and Business: 
Industrial production (1947-49=1I00).. 120 124 134 123 I24 124 = 
Gross private investment (billion $) .. 58.6 52.5 54-4 — — 45.6 “= 
New plant and equipment (billion $).. 25.6 26.5 23.4 = — 260.9 —- 
Construction (million $) oa .. 2,574 2,694 2,904 3,025 3,066 3,069 3,085 
Business sales (billion $) ss -. 44.5 45.0 48.8 47.6 46.9 47.7 -— 
Business stocks (billion $) c Ss Fei SI.1 79.5 79.4 79.0 ~— 
Merchandise exports (million $) .. 1,164 1,008 1,312 1,425 1,399 I,47 — 
Merchandise imports (million $) o O14 393 goo Q53 S29. 947 — 

Employment and Wages: 
Non-farm employment (million) cs 33.0" 34.57 56.2 54.5 54-3 54-5 54.7 
Unemployment (‘ooos) .. re ~- 3,579" 1,673" 1,524" 3,405 3,305 3,347 3,340 
Unemployment as °% labour force a 2.0" wy oe or iw -. 8.2 5.1 5.1 
Hourly earnings (mfg.) ($) i ss 26% 1.67 ‘79 1.80 1.81 1.81 1.80 
Weekly earnings (mfg.) ($) i» Cee et Gay 7t.47 70.20 71.13 71.68 70.92 
Moody commodity (1931 =100) {High 535 493 Vet \ 4338 436 432 427 

J - . t Low 451 399 3 59 J ee & 
Farm products (1947-49=1I00).. s+ 893.4 307.0 67.0 a0. 97.9 94.8 96.2 
Industrial (1947-49 = 100) a ~» SEG 2EA:2 154.0 524.5 254.9 &24.2 -3246.3 
Consumers’ index (1947-49 = 100) o« SURO JES Save 114.60 I15.0 I15.1 — 
Credit and Finance: 

Bank loans (billion $) 57-7 64.2 68.3 66.8 67.1 67.2 —- 
Bank investments (billion $) 74:9 77.5 78.1 77.4 FO.6 Fil — 
Bank loans (weekly) (billion $) 21.6 23.4 23.4 22:2 240 2) 263 
Consumer credit (billion) 21.5 25.7 28.90 271%. 372%: -27.4 —- 
Treasury bill rate (%) 1.55 Pe x; 1.93 1.01 0.78 0.65 #40.7I 
U.S. Govt. Bonds rate (°5) ; —» 25597 2.087 3506 2.90 - 2.72 2.96 248 
Money supply (billion $) - .. 189.8 200.4 205.8 202.3 203.6 205.3 —- 
Federal cash budget (+ or —) (mill. $) + 1,244 -1,641 -—6,159  — — +645 —- 


Notes.—Latest figures are preliminary or estimated. For 1951-53 actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money 
supply, bank loans and consumer credit show amounts outstanding at the end of the period. 
Moody’s spot commodity index shows high and low, 1951-53, and end-month figures this year; 
other commodities show monthly averages. Investment figures, 1953, are quarterly and at 
annual rates. Weekly bank loans are derived from partial returns only. Budget figures are 
cash totals 1951-53 and also quarterly for 1953. . 

* Old basis. + Old series. 


Commerce itself and by the Defence Department—defence expenditure has so far 
lagged behind earlier schedules—but it seems increasingly probable that in addition 
a great deal more attention will be paid to public works programmes before the 
Close of 1954. 

In the meantime the Federal Reserve Board’s preliminary index figure for 
production in July—-published after the Presidential report was made—shows 
that, after seasonal correction, there was no change from the level of 124 (based 
om 1947-49), which has therefore been held for three months since the low point 
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of 123 for the present recession was reached last April. As the seasonal correction 
in this index has probably been outmoded by the rapid extension of complete 
holiday closures of plants, the July figure is encouraging. August was, of course, 
another month in which holiday shutdowns were widespread, and many firms 
were taking the opportunity to extend the holiday break so as to trim inventories 
further. 

The pace of any autumn upturn may possibly be slower than was being can- 
vassed a few weeks ago. Steel operations, for example, have now fallen to a 
level not far above 60 per cent. of rated capacity; while this rate over the holiday 
period is not in itself disturbing, reports from the trade indicate that orders in 
recent weeks have fallen some way below earlier expectations and that the 
industry does not now expect any material increase in business until late September. 

A gloomy cloud over steel is still being spread by the motor car industry. 
Stocks of cars still stand at burdensome levels, and a tremendous struggle is still 
being waged between Ford and General Motors for the narrowing market of 1954 
—a struggle of which the victims are the Chrysler Corporation and the handful 
of independent manufacturers, all of whom have made quite substantial cuts in 
production. 

Construction remains as the brightest feature of the business picture. In the 
first seven months of the vear it reached a total value of $20,000 millions, about 
3 per cent. above last vear’s record total. Business stocks are generally at less 
unwieldy levels, consumer purchases are well above recent rates of output in 
most sectors, and business expenditures on new plant and equipment are still 
high; there should accordingly be scope for an upturn that would carry the index 
of production modestly above the level of May to July. Most observers, however, 
agree that nothing very much more striking appears likely. The prospect is 
accordingly that the economy will continue in its course of uncasy stability. 
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A SOLID AND DEPENDABLE TRUST COMPRISING FIRST-CLASS SECURITIES SPREAD 
OVER BRITISH AND COMMONWEALTH BANKS, INSURANCE COMPANIES AND 
INVESTMENT TRUST COMPANIES. 


CONSOLIDATED UNITS 
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BANKS and INSURANCE COMPANIES with their history of cautious expansion provide a | 
balance of SAFETY with GROWTHd which mikes a holding of their shares so desirable. \ 
INVESTMENT TRUST COMPANIES with their large resources and their policy of ' 
** spreading the risk ’’ strengthen the ec!'ement of SAFETY and enhance the features of GROWTH 
in all their securities. Taken together in Consolidated Units, the securities of all three groups \ 
provide a means of investing in the more progressive elements of the economy of the English- \ 
speaking world. \ 
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The minimum initial purchase is twenty Units which, at the current price, is within the reach of 
the smallest investor, who may thereafter add to his holding any number of Units at any time to 
suit his own convenience. 

Offer price 30th August: 18s. 6d. Yield; £3 16s. 11% 
For full particulars of Consolidated Uni‘s and the other Units in the Group, including prices and 
vields, apply to your banker, stockbroker, solicitor or accountant, who will also buy or sell Units 
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TRUSTEES: Midland Bank Executor and Trustee Company Limited 

Bankers : Midland Bank Limited 

MANAGERS : ' 

* ” e j 

Bank Insurance Trust Corporation Limited | 

30 Cornhi!!, London, E.C. 3 

Scottish Agents: §cottish Bank Insurance & Trust Shares Limited f 

S St. Andrew Square, Edinburgh, 2 A 
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International Banking Review * 


Australia 

HE Budget for the financial year that began on July I, presented by Sir 

Arthur Fadden, the Federal Treasurer, in mid-August, proposes tax cuts 

that are estimated to reduce revenue by £A 46.6 millions in a full year and 
by £A 35 millions in 1954-55. Income tax is to be reduced by an average of 
g per cent., at a cost of £A 31.5 millions in a full year; the sales tax is to be cut 
on a number of items, at a cost of £A 13 millions; and the exemption limit from. 
the pay-roll tax is to be raised from £A 4,160 to £A 6,240 a year. This change 
will relieve over 10,000 employers of any liability at all for this tax, and is expected 
to cost A 1.8 millions in a full year. A number of other tax concessions and 
increased payments on social services have been proposed. After taking account 
of the tax changes, revenue is estimated at {A 1,015 millions, still #A 33 millions 
above actual revenue in 1953-54; total expenditure in the coming year is expected 
to be slightly over {A 1,014 millions, giving a fractional budget surplus. 

The decline in external reserves continued during August, when the Common- 
wealth Bank’s holdings of gold and foreign exchange fell to £A 455 millions, 
bringing the total decline since the downward movement began in March to 
fA 85 millions. 

Austria 

The National Bank has decreed that it will no longer be compulsory for private 
gold holdings to be offered for sale to the Government. A further relaxation is 
that holdings in E.P.U. currencies need no longer be declared to the authorities; 
such balances must be kept with authorized banks but they may be converted 
into other E.P.U. currencies without formality. These relaxations have been 
permitted by the continued rise in the country’s gold and dollar reserves (which 
recently reached a level equivalent to £140 millions sterling). 

Austria has been granted a loan by the International Bank for Reconstruction 
and Development to finance hydro-electric development. The loan will comprise 
3,750 million lire, to be drawn from Italy’s subscription to the Bank's capital, 
and Swiss I'rs. 26 millions, representing part of the proceeds of the Bank’s recent 
sale of bonds in Switzerland. The advance is for 25 years and carries interest 
at 4} per cent. 

Brazil 


New exchange arrangements for exporters, equivalent to a devaluation of 
from 20 to 30 per cent., were made by the Bank of Brazil last month in an attempt 
to check the recent serious fall in exports of coffee and other products. The 
export bonuses that have hitherto been paid to all exporters, in addition to the 
official rate of 51.4 cruzeiros to the pound (consisting of 14 cruzeiros for exports 
of coffee and 28 cruzeiros for all other exports) are now to be paid only on the 
proceeds of 80 per cent. of exports; and exporters are to be permitted to convert 
the remaining 20 per cent. of their proceeds at the free rate—which stood in 
mid-August at around 170 cruzeiros to the pound. These arrangements produce 
an effective rate of Crs. 87 to the pound for coffee exports and of Crs. 98 to the 
pound for exports of all other products. 

It has been reported that Brazil is negotiating a further loan of $80 millions 
from the United States Federal Reserve Bank to tide the country over the 
deterioration in its dollar accounts caused by the decline in shipments of coffee. 








_ * News of United States banking appears in ‘‘ American Review ”’ (page 188). Brief editorial 
discussion of particular items of international banking news appears in ‘“‘ A Banker’s Diary ”’ 
\Pages 129-134 1n this issue). 
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Canada 


The annual report of the Bureau of Statistics states that in 1953 Canada 
incurred a deficit on its balance of payment on current account of Can. $439 
millions, contrasting with a surplus of Can. $164 millions in 1952. The deteriora- 
tion was primarily due to the sharp rise in the volume of merchandise imports. 
The deficit entailed only a small fall in foreign currency reserves, as it was offset 
by a considerable flow of capital into the Dominion, primarily for long-term 
investment. In the first half of 1954 imports amounted to Can. $2,052 millions, 
Can. $165 millions below their level in the first half of 1953. But exports fell 
by Can. $144 millions to Can. $1,876 millions so that the trade deticit was reduced 
by only Can. $20 millions, to Can. $176 millions. 


Chile 

A new official decree provides that only persons foreign by birth or naturaliza- 
tion shall benefit from the privileges extended to foreign capital under the law 
of February last. The new decree also stipulates that, in order to be eligible 
for these privileges, foreign capitalists must employ methods that “tend to 
stimulate the country’s industrial development or improve the exploitation of 
its minerals, agricultural or forestry resources or means of transport ”’. 

The Minister of Finance has asserted that radical financial reforms are 
necessary. Arrangements have been made to obtain the services of foreign 
financial experts for consultation. 

The Government has re-introduced the quantitative credit controls first 
imposed in September, 1953, and abandoned after a month. It has also estab- 

















THE BANK OF TOKYO LTD. 
TOKYO JAPAN 


Announces its Transformation effective 
as from August 1, 1954 


into a 


FOREIGN EXCHANGE BANK 


Licensed under 
The Foreign Exchange Bank Law 
enacted on April 10, 1954 
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The Japanese Government 
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lished a commission to study and recommend measures to improve controls 
over credit. 
France 

The Government of M. Mendés-France has been granted extensive powers by 
the National Assembly for the realization of economic and financial reform by 
decree. The premier has stressed that three main problems await solution: the 
progressive restoration of a genuine balance in external payments in anticipation 
of the ending of American aid; the liberalization of trade in accordance with 
French commitments to other countries; and the raising of the standard of living. 

It has been officially stated thar the discontinuance of American aid to Indo- 
China following the end of the war in that country is unlikely to cause France 
serious embarrassment in balancing its dollar accounts this year, since dollar 
expenditure should still be covered by earnings together with substantial special 
receipts from the United States, including military spendings in France. 

Exports of coal and steel have been brought within the scope of the svstem of 
Government subsidies with effect from the beginning of Julv, 1954. The subsidies 
will be the same as for other exports—that is, they will consist of repayments 
of the social security contributions and of the 5 per cent. salary tax normally 
borne by employers. It has been estimated that the concessions will permit a 
reduction of 15 per cent. in coal and steel prices. 

A group of Swiss banks has arranged to grant a loan to the French steel 
industry of Swiss Frs. 60 millions. The loan is repayable over six years. 


Germany 

The first serious wave of strikes to have been experienced in Western Germany 
since the war swept the engineering industry last month. T[he strikes were con- 
centrated mainly in Bavaria, but Hamburg was severely affected by a strike of 
municipal employees. Most German industries now face demands for a revision 
of wage agreements. 

A survey prepared by the Bank Deutscher Laender indicates that the 
liberalization of dollar imports in April was immediately followed by a marked 
deterioration in the country’s balance of payments with the dollar area. Whereas 
in March sales to the dollar countries exceeded purchases by DM.57 millions, in 
June there was an adverse balance of DM.87 millions. The survey states, 
however, that so far the trade deficit with the dollar area has been more than 
offset by net receipts on other dollar accounts, in particular United States military 
expenditure in Germany. [The West German trade surplus with all areas appears 
to have reached and passed its peak in the first quarter of this year; in the second 
quarter the trade surplus was smaller than that of a year before. This swing is 
attributed to the increase in imports. 

The Government has refused State credits for the promotion of German 
exports to Brazil, Argentina, Turkey and Egypt, but it has agreed to underwrite 
export risks to a limited amount, to be determined by the bilateral payments 
balance with each particular country. 


Greece 


It has been announced that despite the policy of liberalization of imports 
followed in the year to June 30 last, the deficit in the balance of payments on 
current account was reduced to the equivalent of U.S. $16 millions. This deficit 
was more than covered by American aid, so that foreign currency reserves rose 
to $29 millions. 

The Government has agreed to negotiate a settlement of foreign debts with 
representatives of the bondholders in Paris in the second half of this month. 
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The internal voluntary loan for 300 million drachmas (equivalent to roughly 
£3.6 millions) is stated to have been fully successful. The operation consisted of 
the offer of 5 per cent. bonds with lottery features equivalent to another 3 per cent. 


Iran 

Agreement has been reached with the Anglo-Iranian Oil Company in settle- 
ment of the dispute over the Iranian oil industry that began in I9Q5I. The bulk 
of Iran’s oil is to be handled by a consortium of eight international oil companies, 
in which Anglo-Iranian will have a 40 per cent. interest. Iran will in future 
obtain a 50 per cent. share of the profits of the industry. It is estimated that 
this will yield an income of £150 millions over the first three years of the agreement. 

New arrangements that have been made regarding payments between Iran 
and the sterling area are broadly similar to those in operation before the outbreak 
of the oil dispute in 1951. All transactions will normally be settled in sterling. 
Britain will give Persia full facilities for transfers within the transferable account 
area, and also facilities for converting sterling into dollars up to a limit that has 
not been revealed. 

The exchange rate of the Iranian rial for commercial transactions has been 
altered from 253 to 229.6 rials to the pound. 


Israel 


Israel acceded to membership of the International Monetary Fund and the 
International Bank for Reconstruction and Development in July. Its quota in 
the Fund has been fixed at $4.5 millions and its subscription to the capital stock 
of the Bank at 45 shares, having a par value of $4.5 millions. 


Italy 

The Government has removed quantitative restrictions on imports of a con- 
siderable number of raw materials and other products of dollar origin. 

The Italian Minister for Foreign Trade, Signor Martinelli, has stated that over 
the first five months of 1954 Italian exports rose by over Io per cent. above their 
level in the first five months of 1953, whereas imports were higher by only 1.6 per 
cent. Over the first half of 1954 as a whole the balance of payments deficit was 
equivalent to £23.5 millions, against £56 millions in 1953. The deficit with the 
countries in the European Payments Union showed little change during this 
period, but the adverse balance of payments with the dollar area was sharply 
reduced. This was due mainly to substantial declines in purchases of dollar 
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wheat, cotton and coal. The Minister asserted, however, that despite this 
improvement the country’s trading position still gave cause for concern; during 
the past few months, for example, the rate of recovery in exports haa slowed 
down. 


Japan 

The Intersessional Committee of the General Agreement on Tarifis and Trade 
has ruled, by a majority vote, that multilateral tariff negotiations aimed at 
preparing the way for the full admission of Japan into the G.A.T.T. shall start 
in February, 1955. The United Kingdom Government has stated, however, that 
it maintains its previous reserve on this issue. It still considers the admission of 
Japan into G.A.T.T. “ premature ’, and will consequently abstain from assuming 
obligations to Japan under the Agreement. 

The Bank of Tokyo—formerly the Yokohama Specie Bank—has now reverted 
to its former status as the only Japanese bank specializing in trade and foreign 
exchange business. A new board of directors has been elected with a former 
vice-governor of the Bank of Japan as president. Mr. Shigeo Orie, executive 
director of the reorganized bank, has stated that the bank now has only eight 
overseas Offices, but that it would like to reopen a large number of the former 
overseas branch offices. He said that last vear the bank handled the financial 
business in connection with 28 per cent. of Japan’s exports and 20 per cent. of 
its imports. The bank aims to raise these proportions to one third. 

The U.S. Export-Import Bank has granted a credit of $60 millions to the 
Bank of Japan to finance the purchase by Japan of U.S. cotton in the 1954-55 
season. 


Netherlands 


The first issue of florin bonds by the International Bank for Reconstruction 
and Development has been offered in the Netherlands. It took the form of an 
issue of a 34 per cent. stock for a total value of Fl. 40 millions. The loan was 
offered to the public by an underwriting syndicate of fourteen Dutch banks. 

The Export Financing Company of The Hague has agreed to extend a credit 
of Fl. 25 millions to the Bank of Indonesia to finance Indonesian orders of Dutch 
capital goods. 


New Zealand 


In his Budget statement for the year to June 30, 1955, the Dominion’s Prime 
Minister and Finance Minister, Mr. Sidney Holland, annotinced the Government's 
intention to raise a further loan of {10 millions in the London market before the 
end of 1954, to help finance the public works programme. He proposed tax 
concessions—mainly in the sales tax, land tax and income tax—to a total value 
of {11 millions. After allowing for these adjustments the Budget is expected to 
show a surplus of ordinary revenue over expenditure of £500,000. 

Mr. Holland, after pointing out that the Dominion’s external reserves had 
reached the record level of £139 millions, also announced that import restrictions 
would be eased from the end of this year, when the exchange allocation system 
operated by the Reserve Bank since April, 1952, would cease. Import licences 
would, however, still be required for goods subject to control (comprising all 
imports from hard currency areas and a number of specific items, including motor 
cars). It has subsequently been stated, however, that the list of goods subject 
to licensing is being considerably shortened. Certain dollar imports are to be 
liberalized and licences for imports of motor cars will be granted more freely. 
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Norway 


A report published by the committee set up in 1948 to consider the question 
of the economic integration of Norway, Sweden and Denmark has stressed that 
Norway would stand to gain little in the short run from a common market with 
neighbouring countries. Jt pointed out that Norwegian industry is primarily 
concerned with the processing of raw materials and the further processing of 
semi-finished goods; and that as Sweden and Denmark have either no tariff or 
very low tariffs on these goods and as the goods are exported mainly to countries 
outside Scandinavia, a general reduction of tariffs within the region would not 
act as a major stimulus to Norwegian exports—whereas, it might do much to 
encourage imports and jeopardize the position of certain Norwegian industries, 
Economic integration would, therefore, be feasible for Norway only if the other 
countries participating were prepared to make long-term loans for the establish- 
ment in Norway of new productive enterprises to absorb the manpower that 
would be displaced. 

Pakistan 

The Minister of Commerce has stated that the country’s economy is sound 
and the foreign exchange earnings position satisfactory. In the jute trade the 
year 1953-54 has been marked by steady prices and a satisfactory volume of 
exports, but the Government Is considering new measures to stimulate exports of 
other goods. Austerity in imports is to continue for the time being. 

An American economic aid mission headed by Mr. Henry J. Heinz has visited 
Pakistan to make a study of the current economic problems of the country. It 
has been examining in particular the existing programme of U.S. aid to Pakistan 
and the possibility of making it more effective. 

The National Bank of Pakistan has opened a branch in London. 


Paraguay 
The President of the Paraguayan Central Bank has declared that it has 
become necessary to alter the rate of exchange for the guarani ‘‘ to meet current 
difficulties ’’. The new quotations have been fixed at 185 guaranies to the pound 
and 66 guaranies to the dollar for ordinary commercial transactions. 


South Africa 


The Reserve Bank has announced that, until further notice, it will re-discount 
Union Treasury bills at 3 per cent. above the rates at which they were issued. 
Previously the margin was # per cent. 

The recovery in the Union’s external reserves from their sharp fall at the 
beginning of the year has now in turn been checked. The Reserve Bank's holdings 
of gold and foreign exchange now stand at about {110 millions, compared with 
the low point of {78 millions reached in January. 

The annual report of the Reserve Bank for the year to March 31, 1954, shows 
a drop of {19.1 millions in gold and foreign exchange holdings, caused by the 
deficit in the country’s external accounts. Investments increased by £6 millions 
to {36.1 millions and loans and advances fell by £5.3 millions to {9.6 millions. 
Net profits increased by almost {80,000 to £1,696,000. 

The Governor of the Reserve Bank, Dr. de Kock, stated in his address to the 
annual meeting of stockholders that there had been a further expansion of 
economic activity in South Africa in 1953-54. There was, nevertheless, evidence 
that inflationary pressures had subsided. This was due partly to external 
influences, but also to the official policy of maintaining a higher level of mone} 
rates and of keeping the money supply within appropriate I'mits. 
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Appointments and Retirements 








Barclays Bank—Herne Hill: Mr. E. Ruddlesden, from Southwark, to be manager. /Aingston- 
on-Thames: Mr. G. G. Williams, from Hill Rd., Wimbledon, to be manager. Kingston Hill: 
Mr. C. A. Shephard, from Teddington, to be manager. Wimbledon Common: Mr. L. J. F. Cooper, 
from Windsor, to be manager. Benfleet: Mr. J. E. Edwards, from 24 High St., Southend-on-Sea, 
to be manager. Bewdley: Mr. W. A. Detheridge, from Bewdley, to be manager. JSingley: 
Mr. H. Garnett, from Leeds, Vicar Lane, to be manager. JBishop’s Castle: Mr. R. G. Hamar, 
from Church Stretton, to be manager. Brigg: Mr. W. A. Haynes, from Bury St. Edmunds, 
to be manager. Crewe, Nantwich Rd.: Mr. F. G. Burgess, from Lymm, to be manager. Kings- 
bridge: Mr. H. G. Stone, from Plympton, to be manager. Lincoln: Mr. A. J. Walsgrove, from 
Brigg, to be manager. Lymm: Mr. R. T. Cheshire, from Bowness-on-Windermere, to be manager. 
Patricvoft: Mr. A. Greenhalgh, from Manchester, Royal Exchange, to be manager. Southampton, 
Shirley and Totton: Mr. R. T. Clark, from Commercial Rd., Portsmouth, to be manager. Whit- 
church, Salop: Mr. C. F. R. Willis, from Bishop’s Castle, to be manager. 

District Bank— Heaton Chapel: Mr. C. Richards to be manager. 

Lloyds Bank—Ashingion: Mr. W. C. Robinson, from Hebburn, to be manager. Srighouse: 
Mr. G. M. Spencer, from Keighley, to be manager. Cambridge, Mill Rd.: Mr. G. Mawer, from 
High Wycombe, to be manager. Chester-le-Street: Mr. W. Henderson, from Ashington, to be 
manager on retirement of Mr. R. Laybourn. Cyvraven Arms: Mr. E. O. Phillips, from Ludlow, 
to be manager. Dagenham: Mr. T. Naylor to be manager. Hadleigh: Mr. W. L. Ambrose to 
be manager. Hebburn: Mr. F. C. Welsh, from Chopwell, to be manager. JA/ansfield: Mr. R. 
Kings, from Derby, to be manager on retirement of Mr. B. O. Street. .Wonmouth: Mr. H. R. G. 
Shardlow, from Craven Arms, to be manager on retirement of Mr. H. J. Wood. Old Hill: 
Mr. H. H. C. Bickerton to be manager on retirement of Mr. W. C. Jones. Shirley, Birmingham : 
Mr. H. J]. Winnington, from Kidderminster, to be manager on retirement of Mr. P. H. Slim. 
Somerton: Mr. Fk. W. Orledge, from Sturminster Newton, to be manager. W/otton-under-Edge: 
Mr. W. R. Fewings, from King’s Lynn, to be manager. 

Martins Bank— Head Office: Mr. D. O. Maxwell, Manchester District general manager, to be 
a joint general manager. Douglas, Isle of Man: Mr. A. E. Costain to be manager. London, 
Brompton Rd.: Mr. R. Gilbert, from Portsmouth, to be manager of this new branch. Ports- 
mouth: Mr. 1. W. Hedges, from St. Helier, C.I., to be manager. Mock Ferry: Mr. R. E. Costain 
to be manager. Ulverston: Mr. T. R. Ion, from Barrow-in-Furness, to be manager. 

Midland Bank——London— Mill Hill: Mr. G. Soutar, from Willesden Green, to be manager on 
retirement of Mr. G. E. Askew; Minories: Mr. J. C. Wollen, from Electra House, to be manager 
in succession to Mr. G. H. Smith. Birvmingham—Bennetts Hill: Mr. H. Reed, from Temple Row, 
to be manager on retirement of Mr. D. G. MacArthur; Temple Row: Mr. E. C. Bird, from New St., 
to be manager in succession to Mr. H. Reed. Hoddesdon: Mr. M. J. Pickering to be manager 
in succession to Mr. F. Higginson. JIrthlingborough: Mr. R. W. Kirk to be manager of this 
branch, formerly under the management of Wellingborough branch. Loughton: Mr. B. W. A. 
Foxen, from Waltham Abbey, to be manager on retirement of Mr. H. F. Hunt. Maryport: 
Mr. H. Preston, from Southport, to be manager in succession to Mr. F. W. E. Tait. Thornaby- 
on-Tees: Mr. D. Mowforth to be manager of this branch, formerly under the management of 
Stockton-on-Tees branch. Waltham Abbey: Mr. F. Higginson, from Hoddesdon, to be manager 
in succession to Mr. B. W. A. Foxen. 

National Provincial Bank—Devizes: Mr. R. J. Farrant, from Deal, to be manager. Egham: 
Mr. F. C. Creasor, from Aylesbury, to be manager. High Wycombe: Mr. C. H. Wood, from 
Grimsby Docks, to be manager. Holyhead: Mr. W. Jones, from Towyn, to be manager. Hornsea: 
Mr. K. W. George, from Hornsea, to be manager of this new branch. Llangefni: Mr. T. Owens, 
from Rhyl, to be manager. Plymouth: Mr. G. A. Blakey, from Torquay, to be manager on 
retirement of Mr. H. E. Mitchell. Purley: Mr. A. R. D. Bell, from High Wycombe, to be manager 
on retirement of Mr. T. H. Morris. Reading: Mr. N. D. Inkin, from Ringwood, to be manager 
on retirement of Mr. S.C. Lumb. Ringwood: Mr. J. M. Hartley, from Devizes, to be manager. 
Sheffield, Infirmary Rd.: Mr. W. Horner, from Southampton, to be manager on retirement of 
Mr. A. V. Clements. Shrewsbury: Mr. W. A. H. Garland, from Llangefni, to be manager on 
retirement of Mr. H. B. Davies. Silsden: Mr. S. Firth, from South Shields, to be manager. 
Staines: Mr. A. G. Colver, from Egham, to be manager on retirement of Mr. E. A. Cole. Towyn: 
Mr. D. L. Jones, from Aberystwyth, to be manager. 

Westminster Bank—Bath: Mr. D. C. D. Ellerton, from Hampstead, to be manager on retire- 
ment of Mr. L. Marsh. Doncaster: Mr. S. H. Bosworth, from Doncaster, to be manager in 
succession to the late Mr. J. B. Wightman. Ebuyy St.: Mr. L. T. G. Gay, from Hanover 5q., 
to be manager on retirement of Mr. H. F. Pett. Hampstead: Mr. S. W. Farr, from Clapham, 
to be manager. Jyon Gate, Derby: Mr. E. N. Gray to be joint manager. Newton Abbot: Mr. 
D. R. Kenyon, from Torquay, to be manager on retirement of Mr. P. B. Hunt. Tunbridge 
Wells, Mount Ephraim and Southborough: Mr. L. C. Brown, from Southampton, to be manager 
on retirement of Mr. H. C. Pardington. Wéiveliscombe: Mr. R. R. Hannam to be manager on 
retirement of Mr. W. G. Sage. 
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Banking Statistics 


Trend of ‘“‘ Risk’’ Assets 


(Figures in italics show percentages of gross deposits) 

















Actual Change in: Advances plus Investments 
(4mn.) ({mn.) Ratio 
Oct. Nov. Dec.-June  Jfuly Oct. May June _ July 
I95I I95I 1951-54 1954 I95I 1954 1954 1954 
Barclays: 
Advances iol aa 3608.5 371.0 5.8 -— 8.3) 
o/ 
/o ve v 29.2 29.3 . —— ; 
Investments .. 3 314.8 425.7 86.0 1.6 | 54.2% 65.7 64.3 64.6 
Ve i. 28 25.0 33.0 J 
Lloyds: 
Advances ~ - 345.2 351.1 — 33.1 2.3 
0/ > > ~ | 
/O * ee 30.2 jO.7 q . b — f 
Investments .. - 279.6 371.2 60.9 Feed fi 54-0 04.9 93-5 63 
. % — ia 24.4 22.4 J 
Midland: 
Advances re i 3903.3 397.1 — 24.3 6.7 ) 
0/ 4 6 i 
Yo i is 29. 30. : , 
' ee ? 
Investments .. .. 329.4 433.8 + 56.0 mm S4-4 03-3 03.4 
~ oa wi 24.9 32.8 J 
National Provincial : 
Advances i 4 290.3 2938.1 —- 30.6 —- 2.3) 
A a a 35 37.2 q wn a ; aa 
6 > P . 0 . 6I.8 ¢ m ? 
Investments .. ‘a 165.9 230. + 22.2 19.38 [{ II*F se 9I+3 
y A 20.2 28.8 J 
Westminster: 
Advances “4 ea 248.6 249.5 - 9.4 0.5 | 
o/ P 
% - = or.2 31.6 ; oy ae x 
. 7.4 63.8 62.6 - 
Investments... — 209.4 2063.6 + = =630.9 15.0 Jf 4 oes 05.4 
— % a = 26.3 33.4 J 
District: 
Advances - i 60.1 62.6 +4 [.0 4.0. 
iA a ~ 25.6 26.6 . ; 66 
, : 00.5 66.4 
Investments .. - 71.5 91.6 + 6,2 . ( 50.5 06.3 ” 
yA eo _ 30.5 35.9 J 
Martins: 
Advances ice 7 59.0 Orig + 0.3 [.7 } 
o/ 29.1 29.3 | 
0 .. J } : 6 65.1 65 66 
Investments .. - 79.2 102.5 t4., : | ad . 9 
% i es 25.5 33.0 J 
Eleven Clearing Banks: | 
Advances = .. 1,897.0 1,925.2 55.1 13.6 | 
o 30.6 oF .2 | 
/o . es ) 55.7 64.7 63.5 64.6 
o-- ~ ,- i . 5 U4. ge 5 wl 
Investments .. »- 1,555-2 2,032.7 279.95 39.2 f shld va ; 7 
%, 25.1 32.9 J 
Trend of Bank Liquidity 
I9g5l 1952 1953 1954 
Oct.t Nov. July Sept. Oct.; May June July Oct.¢ May June July 
Liquid Assets “oa Yo 0 vo ~0 0 10 v0 0 w/e Yo Yo y 
Barclays -» 40.0 32.8 35.9 37-3 34-9 32-5 33-3 34-6 35.0 31.56 32.3 33. 
Lloyds 1. iO 92.8 36.4 38:0 33:8 39.2 33:6 34.2 0.6 32.7 32.5 
Midland .. 40.2 32.8 34.9 36.4 35.0 34.8 37.5 38.0 38.3 34.0 34.3 34-4 
National Prov. 39.4 30.6 35.6 39.7 34-9 31.9 33-5 33-7 37-2 33.0 35.1 32 
Westminster s6.7 30:4 36-8 37:7 24:2 37.2% 99.0 37:7 37-5 33.7 33-5 3 
District .. 38.0 30.5 38.0 38.9 36.6 34.1 34.4 35.4 35-7 33-8 30.2 32 
Martins -. 39.8 33.2 41.4 41.6 36.60 35.9 35-4 35-3 33.60 32.5 31.0 31.3 
All Clearing ; 
Banks... 39.0 32.0 35.9 38.0 34.4 33.6 34.6 35.5 36.6 32.9 33.0 31. 


* Cash, call money and bills. + Eve of ‘‘new’’ monetary policy. { After second funding. 
§ After third funding. A 











BANKING STATISTICS 


Banking Trends over Thirty Years* 
“ Risk ’’ Assets 





Liquid Assets 





Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R-s ments Advances’ Katio 
of Months: {mn. {mn. % émn. {mn. % 
ments 1921 1,759 680 38 —— 325 833 64 
1922 v 1,727 655 37 _-- 391 750 64 
vntesneaay 1923 ” 1,628 581 35 — 356 701 07 
July 1924 ies 1,618 545 33 — 341 808 69 
1954 1925 i 1,610 539 32 — 286 856 69 
1926 ek 1,615 532 32 — 265 892 70 
1927 - 1,061 553 32 — 254 928 69 
64.6 1928 - 1,711 554 33 —- 254 948 68 
) 1929 es 1,745 565 32 -— 257 gg! 69 
1930 = 1,751 596 33 — 258 963 68 
1931 o 1,715 500 32 ws 301 919 69 
1932 - 1,748 OI 34 oe 345 844 67 
63.1 (933 oe 1,909 606 34 _ 537 759 66 
- 1934 -: 1,334 576 31 — 560 753 70 
1935 a 1,95! 023 31 — O15 769 69 
1936 ses 2,088 692 32 — 614 539 68 
1936 2,160 713 32 — 643 805 68 
”? 1937 2,225 683 30 -— 652 954 70 
Jf 1938 2,218 6072 30 — 037 970 71 
1939 2,181 648 29 -- 608 gg! 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
‘ 1942 3,159 712 22 642 1,069 797 57 
05-3 1943 ee 3,554 72° 20 1,002 1,147 747 52 
1944 7 4,022 788 19 1,357 1,165 750 46 
1945 is 4,551 886 19 1,811 1,156 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
; 1947 5,463 1,646 29 1,308 1,474 1,107 40 
05-4 1948 ‘753 1,703 29 1,284 1,479 1,320 47 
1949 5,772 1,920 32 983 1,505 1,440 49 
1950 std 5,811 2,345 39 430 1,505 1,603 52 
1951 ‘ 5,93! 2,308 38 247 1,624 1,822 59 
1952 - 5,850 2,097 34 —~ 1,983 1,838 62 
00.4 1953 i 6,024 2,201 35.1 — 2,163 1,731 62 
1951: 
Oct. f i 5,981 2,423 39.1 177 1,555 1,897 55-7 
Nov.f.. 5,973 1,981 32.0 108 2,033 1,925 64.0 
| 1953: 
60.2 May ws 5,865 2,042 33.6 ~- 2,123 1,772 64.0 
June - 6,023 2,192 34.60 — 2,136 1,763 63.5 
July av 6,014 2,215 35-5 — 2,140 1,730 61.9 
1954: - 
Apr. i 6,088 2,112 33.1 — 2,280 1,772 63.5 
64.0 May 8 6,104 2,085 32.9 — 2,305 1,793 04.7 
June vii 6,234 2,156 33.0 —- 2,311 1,837 63.5 
July as 6,244 2,147 31.2 — 2,351 1,823 64.6 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t Bank statements immediately before and after the launching of the ‘‘new"’ monetary 
policy and the first special funding operation. 





“oO Floating Debt 
| a Aug. 22, July 31, Aug. 7, Aug. 14, Aug. 21, 
34: 1953 1954 1954 1954 1954 
| 344 Ways and Means Advances: fm. ém. fm. /m. fm. 
32.9 Bank of England 1 wa —- - — —- . 
} 32.3 Public Departments .s aa 241.8 263.1 285.3 272.3 279.0 
Treasury Bills: 
) . ’ ” 
Tender... - - 3330.0 3270.0 3280.0 3280.0 3270.0 
31.2 Tap ni - as 7 1422.7 1485.5 1447.7 1451.3 1495.5 








ling. 4994.5 5018.6 5013.0 5003.6 5944-5 
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* Portion of monthly deficit 


period) 
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Savings 


Certi- Defence 
ficates Bonds 
(net) (net) 
27-5 3-9 
15.3 - O.1 
1.0 -— 10.3 
- oO. - 25.4 
5-0 — 27.2 
~ 7.9 — 25.9 
I.5 — 11.3 
7.0 3-2 
19.6 — 16.3 
8.8 — 19.4 
I.4 — I1.2 
I.2—- 2.4 
7.8 —- 5.1 
}-I - 7.0 
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THE BANKER 








National Savings 





(£ millions) 

















Savings 
Savings Certi- Defence Savings 
Banks Total ficates Bonds Banks Total 
(net) Small (net) (net) (net) Small 
1952 July —- 3.7 — 7-7 — 18.3 — 29.7 

3.3 34.7 1953 Jan. 8.6 -—5.5 4.0 7.1 
28.9 — 13.7 Feb. 5:0 ~— 4.0 3.5 4.5 
11.5 — 20.8 Mar. .. 6.0 —6.8 -5.I -— 5.9 

1.0 — 22.5 April .. 4.8 -—-6.7 -— 3.8 - 5.7 

. May .. 2.8 — 8.6 -II.7 — 17.5 

June .. 1.2 —4.1 —6.2—- 9Q.1 

I5.3 — 6.3 July —- 0.8 — 3.9 -20.5 — 25.2 
4.4 — 38.2 Aug. .. 1.4 —2.8 -—-1.0- 24 
24-9 — 34-7 sept. .. 0.8 — 4.5 6.4 2.3 
mS es ct. 3+ 0.7 -— 1.3 10.6 10.0 
Nov. .. O.I — 0.9 0.3 — 

; aoe Dec. 0.4 — 0.2 -24.I — 23.9 
Boy. : nag 1954 Jan. 3.6 -0.7 13.5 16.4 
1.3 ’ 4.0 Feb. i.2 <3 14-4 14.5 
3.9 «sae Mar. .. 3-0 — 3.3 8.0 7-7 

é' 3 Apr. .. 0.4 — 3.5 4.2 0.8 
May .. 2.5 —- 2.9 2 1.8 
35.9 38.6 June .. I.2 —0.9 — 3.4 - 3.1 
3.0 -— 0.5 July .. 0.58 0.9 -14.8 — 14.9 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (— ) Financed by : 

Ho ——____-_________----——-_ Reserves 
With Net American Special Change at endof 
Other Surplus or Aid Creditst in Period 
Areas Deficit Reserves 

~- — 908 a 4+-1123 + 220 2696 

- ~4131 ~— +-3513 - 618 2079 

~ = —-1710 682 +- 805 — 22 1856 

--- —1532 1196 + 168 — 168 1688 
+ 791 + 805 762 + 6 45 +1612 3300 
- 876 — 988 199 ~ £79 - 905 2335 
- 460 — 736 428 — 181. ~ 489 1846 

133 + 546 307 — 13181 + 672 2518 
+ 119 + 214 106 — + 320 2166 
+ 98 + 140 61 — + 201 2367 

55 + 36 83 --- + 119 2486 

161 + 156 57 - 181 + 2 2518 

14 + 10 15 — + 2 2543 

2 9 31 -- + 40 2583 

+ 86 88 14 — + 102 2685 
t+ 102 1- 107 60 —— t+ =6167 2685 
+ 119 126 9 -— + 135 2820 
1 120 + 159 6 — + 165 2985 
| 14 + 29 3 —- i 32 3017 
253 + 314 18 oe + 332 3017 

; 760 + 80 15 4 3013 


or surplus settled in gold (in month following each accounting 


+ Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953, and 
the initial payment made to European countries in part settlement of the U.K.'s overdraft 


with E.P.U. are included as a debit item. 
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UNITED DOMINIONS TRUST 





Record of Solid Achievement 





Finance for Expansion—Illogical Government Repression 





HE 32nd annual general meeting of 
tnited Dominions Trust Limited was 
held on August 18 at Regis House, King 
William Street, London, E.C. 
Mr. |. Gibson Jarvie (the Chairman) pre- 
sided and, in the course of his speech, said: 
| am able again to report that United Dom- 
inions Trust Group figures for the vear ended 
lune 30, 1054, have passed all previous 
records—-the sixth successive post-war record. 
The profit of £1,060,122 compares with 
i550, 200 last year. 
~ The consolidated Balance Sheet shows total 


assets of £34,361,575 compared with 
{26,235,884 in the previous year. Although 


heavy taxation, here and overseas, took 
£561,482, our revenue reserves increased 
during the vear by £323,296. 

The comparative figures for the last six 
vears printed in the Accounts give a graphic 
picture of the Group’s progress and ever 
increasing strength. 


Group Activities 

London Produce Clearing House Limited 
has very successfully handled the large volume 
of wool futures contracts on the terminal 
market. Coupled with the active business in 
the cocoa terminal market, the Clearing House 
registered contracts in excess of f 250,000,000 
during the year. The Clearing House is well 
equipped to handle the rapid expansion of its 
present business and to register and guarantee 
terminal contracts in other commodity markets 
as the need and opportunity arise. 


Widening Influence 

The Chairman referred to his visit last 
winter to New Zealand, Australia and South 
Africa, and outlined the progress made by the 
Group in those territories and also in Canada. 
He informed the meeting that the newly- 
formed subsidiaries in Australia and Canada 
were already making profits, and continued: 
As a banking institution, our risks are world- 
spread and there is an ever widening overseas 
feld for “‘ U.D.T.’’ Group activitv under con- 
ditions which, on the whole, are verv similar 
to our own. . 

But the greatest development has, naturally, 
been in the parent company itself and United 
Dominions Trust (Commercial) Limited where 
the volume of new business discounted during 
the vear exceeded £25,000,000, an increase of 
nearly 40 per cent.—the larger part of which 
Was in industrial equipment and other capital 
goods. No less than ten new branches were 
opened in the United Kingdom during the 
vear. You have probably seen the announce- 
ment of our purchase of the Glasgow Stock 
Exchange building. It is one of the finest 
business blocks in Glasgow and should add 
substantially to our possibilities for expansion 
when we take possession. The Stock Exchange 


will continue to occupy their present premises 
under lease. 

It is also a pleasing feature of last year’s 
business that in Credit tor Industry Limited, 
outstanding balances of loans against security 
now exceed 42,250,000, while at June 30 last 
we were already committed to a_ further 
£500,000 In respect of accepted loans pending. 


Capital Issues Committee 

Throughout the past four years I have 
striven to persuade the Capital Issues Com- 
mittee of the increasing urgency for an addition 
to the issued capital of our Company. Our 
last issue of capital was made in 1946. Since 
that time we have acquired or established nine 
companies at home and overseas; the number 
of our offices here and abroad has almost 
trebled; we have ploughed back {1,000,000 of 
Group profits. Group assets have increased 
from {8,000,000 TO over # 34,000,000. But 
such facts as we have repeatedly put to the 
Committee have apparently been assessed as 
inconsiderable. Rejection of our applications 
has been intimated with no more helpful 
advice than that the Lords Commissioners of 
the Treasury were unable to give their consent 
to the proposed issue! Every attempt I have 
made to elicit some reason for the rejections 
or to secure a hearing before the Committee 
has failed. There is no appeal! Bureaucracy 
In action! 

To me, as it must be to you, it is incon- 
celvable that any sane man should find any 
good reason for refusing to allow your Company 
to increase its capital. Any company with a 
record of usefulness such as ours, with such a 
remarkable expansion of business here and 
overseas, and of such financial strength, 
should command the greatest encouragement 
from the Government instead of repression. 

In view of all the facts, I challenge the 
Chancellor of the Exchequer to give one single 
logical reason why we are not permitted to 
increase our capital. 


The Outlook 


As a nation our future is full of imponder- 
ables, and I doubt if anyone under present 
conditions would describe it as bright. And 
vet, were we to recover our common sense and 
accept our responsibilities, we could once more 
assert our position as a great world power. 

Yet in spite of everything, our Group of 
companies—the U.D.T. Group—has done well. 
It has a record of which we may be proud and 
it is capable of greater things. 

By opening up in the Dominions and by 
our expansion here, there is no reason why 
next year should not also establish a record. 
Granted reasonable conditions at home and 
abroad and freedom to function, your com- 
panies should grow from strength to strength. 

The report was adopted. 
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CHUBB & SON’S LOCK AND SAFE COMPANY 











Laudable Increase in Turnover 





Gratifying Export Sales 





Mr. H. E. Chubb’s Review 





HE seventy-first annual general meeting 
of Chubb & Son’s Lock & Safe Company, 
Ltd., was held on August 4 in London, 
Mr. H. Emory Chubb, C.B.E., M.I.Mech.E. 
(chairman and managing director) presiding. 


The following is an extract from the chair- 
man’s review of the year ended March 31, 
1954 -— 

I am pleased to tell you of the forward 
progress of the year under review which in all 
respects shows a considerable advance on any 
previous year. Whilst our turnover shows a 
laudable increase it is gratifying to know that 
our percentage of export sales amounts to 
approximately half of our output and should 
further improve as import restrictions abroad 
are lifted. 


Consolidated Accounts 


Turning to the consolidated Balance Sheet, 
you will see that the freehold properties show 
an increase of {10,209 over the previous year. 
During the year a freehold property which had 
been redundant for the Company’s own use for 
many years was profitably sold, as was our 
freehold site in the city which was compulsorily 
acquired for the Corporation of London. The 
resulting excess over book values has been 
dealt with in the consolidated Profit and Loss 
Account. 


The consolidated Profit and Loss Account 
shows that once again we were able to achieve 
a considerable increase in trading profits as a 
result of the continuation of that expansion to 
which I referred in greater detail in my last 
vear’s review. With a view to the introduction 
at a later date of some new models, we increased 
our depreciation rates, although, of course, we 
have always been in the habit of writing off 
depreciation in excess of amounts allowed for 
taxation and, in fact, over the past six years 
have written off £188,000. The net profit for 
the year under review, before providing for 
taxation, was /167,732, as compared with 
£132,515 for the previous year. Although our 
contribution to Excess Profits Levy is com- 
paratively small, the combined effect of taxa- 
tion is to take 58 per cent. of the net profit, 
leaving a balance of £70,272. To this sum must 
be added the profit on the disposal of the 
properties referred to above. We have decided 
to set up a new provision for overseas develop- 
ment of £25,000 and also to transfer the sum 
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of {20,000 to the General Reserve. Bearing 
in mind the substantial sums which have been 
placed to our Reserves in the past years, and 
the continued prosperity of the Company, your 
Directors have decided to recommend an 
increase in the rate of final dividend to 15 per 
cent., on the Ordinary Shares including the 
new Capital, which together with the interim on 
the old Capital, absorbs £18,304 in the year. 
The amount carried forward then becomes 
£20,473. 

During the year I have made an extensive 
tour of our overseas interests. Apart from the 
countries to which I refer below, where we 
have our own manufactories, I visited the 
Middle and Far East which I found well 
covered by our Export Manager. This tour 
included India where we are energetically 
pursuing a policy which I hope will result in 
increased sales. Time alone will show what the 
future holds for us in this country, and I hope 
that by this time next year I[ shall be in a 
position to tell you that definite progress 
has been made. 





Overseas Activities 


AUSTRALIA.—Mr. Rob Richard, the Manag- 
ing Director, is at present visiting this country. 
Our business in that country is also benefiting 
from the key men recently sent from our home 
staff. At the Works, where production has 
increased satisfactorily, I was gratified to 
observe the spirit of loyalty fostered by the 
considerable number of long-service employees 
who are exerting a lively influence on new- 
comers to the Company. As you will realise, it 
is this feeling of friendship between workmen 
and staff—such as we have always tried to 
cultivate at home—which holds a good augury 
for the future. A letter of appreciation from 
Mr. Menzies for our help during a recent 
Bankers Conference was very gratifying. 

SoutH ArFrRICcA.—The Managing Director, 
Mr. C. A. Larke, has also attended our Mana- 
gers Conference in London. I had ample 
opportunity in my visit to South Africa to 
become acquainted with all the members of 
the staff and to investigate the working 
conditions at the factory. The spirit of co- 
operation and the zeal which Mr. Larke seems 
to have instilled in both Works and Office 1s 
most commendable, and forms a very solid 
foundation in that country of violent fluctua- 
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tions. There we are manufacturing certain 
other steel products, but security appliances 
there, as elsewhere, absorb by far the greater 
part of our energies. When the restrictions on 
importation are lifted our lock sales should 
receive a valuable stimulus. Once more at the 
Rand Exhibition we have been awarded the 
Gold Medal for the superior quality of our 
South African made security units. 
CANADA.—As yet it is early to speak of 
what we hope to achieve in this great and 
progressive country. All I can now say is that 
we intend to establish our business with head- 
quarters in one of the Eastern Provinces. To 
guide the fortunes of the new Company we 
have sent out several key men and their 
families, who will be augmented by others 
from this country as occasion demands. 


I mentioned above that our Managing 
Directors from Australia and South Africa 
have been in London. The purpose of their 
visit was to discuss the details of a five-year 
plan for the development of the Group. It is 
hoped that by this means their activities may 
be more unified with those of the Holding 
Company and that even closer co-operation will 
result. 


Order Book 

This year I have reviewed in some detail the 
activities of our Associated Companies, but 
we must all be mindful of the energy expended 
to produce the very satisfactory results in 
our markets at home. In this respect all sides 


Satisfactory 


of the business show considerable progress 





despite keen competition. It is true there have 
been smaller margins of profits on home sales 
but these have been made good by a larger 
turnover. Our order book is very satisfactory. 

Mr. H. G. Ansell, for many years our General 
Manager, has been co-opted on to the Board, 
and we shall value his advice and experience. 
Mr. R. S. Ruston, our late works director at 
Wolverhampton, has retired from that posi- 
tion and is now in Canada, where he is devoting 
his entire time to the furthering of our interests 
in that country. His position at the Works 
has been filled by Mr. G. A. Lemon, who comes 
to us with the highest recommendations and 
to whom we give a hearty welcome. 


Once more we must thank all our employees 
both at home and overseas for their willing 
co-operation, and can assure them that we shall 
make every effort to maintain full employment 
as much in their interests as those of share- 
holders. Without their help our efforts would 
be in vain. 


Chairman’s Additional Remarks 


Addressing the meeting the Chairman said 
that in view of the growing Capital commit- 
ments your Directors had received the consent 
of the Capital Issues Committee to the issue 
of the balance of unissued 6° Cumulative 
Preference Shares of {1 each, and these had 
now been placed in the market by the Com- 
pany’s Brokers, Messrs. Hoare & Co. 

The report and accounts were adopted. 








CALEDONIAN 


Insurance Company 


FOUNDED 1805 


Incorporated by 
Special Act of Parliament 








A World-wide Organisation 
transacting 


ALL CLASSES OF INSURANCE 


General Manager: 
WILLIAM GRAHAM ROBERTSON 


HEAD OFFICE: 13 St. Andrew Square, Edinburgh 
London Office (Temporary Address): 
9 Drapers Gardens (off Throgmorton Street), 
London, E.C.2. 

















crystallize 76 years’ 


THERE HAS 
ALWAYS BEEN 
SAFETY IN 
NUMBERS 





N this magical square, taken from a pro- 
tective Amulet, the numbers added vertically, 
horizontally or diagonally always give the 

total 15. To-day, numbers handled by actuarial 
methods form the scientific basis of protection 
and security through Life Assurance. We issue 
Policies to cover every Assurance need. They 
experience of helping 
shrewd, thrifty people. Write for our attractive 
Leaflet ‘Life Assurance for every Man” and 
for quotations for Annuities, Pensions, House 
Purchase Endowment, &c. 
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use, 246 Bishopsgate, London, E.C.2 
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| | Telephone : BIShopsgate 5786 
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BANCO INTERNACIONAL DEL PERU 


Head Office: LIMA 


Branches at Arequipa, Barranca, Callao, Cafiete, Casma, Cusco, Chepen, Chiclayo, 
Chimbote, Chincha, Huacho, WHuancayo, WHuaral, Ica, Juliaca, Miraflores, Nazca, 
Pacasmayo, Paita, Pisco, Piura, Sullana, Tacna, Talara and Trujillo 


Established |897 Cable Address: INTERBANK 


OFFERS COMPLETE BANKING FACILITIES TO BANKS AND MERCHANTS 


Correspondence is invited regarding collections and drawing arrangements in dollars, sterling or Peruvian 
currency. Correspondents: LONDON: Bankers Trust Company, Barclays Bank, The Hanover Bank. Mid- 
land Bank Ltd., Nat’l Provincial Bank and Westminster Bank: Bank of America N.T. & S.A.; PARIS: 
Comptoir Nat'l D’Escompte de Paris, Société Générale; NEW YORK: Bank of the Manhattan Company, 
Bank of America, Bankers Trust Company, Brown Bros. Harriman & Co., Colonial Trust Company, Credit 
Suisse. Chemical Bank & Trust Company, The Chase Nat’l Bk of the city of N. York, Grace Nat'l Bk of 
N. York, Gty. Trust Company of N. York, The Hanover Bk, Irving Trust Company, Manufacturers Trust 
Company, The Marine Midland Trust Co. of N. York, The New York Trust Company, The Nat'l City Bk 
of N. York, J. Henry Schroder Bkg. Corp., Swiss Bk. Corp., Société Générale and The Royal Bk of Canada: 
CHICAGO: American Nat'l Bk & Trust Company of Chicago and First Nat'l Bk of Chicago: SAN 
FRANCISCO, CAL.: Bank of America N.T. & S.A., Bank of California, Crocker First National Bank: 
BOSTON, MASS.: First National Bank of Boston; DETROIT, MICHIGAN: National Bank of Detroit: 
PHILADELPHIA PA.: Philadelphia National Bank; LOS ANGELES, CAL.: Security First National Bank; 
INDIANA : Fletcher Trust Co. ; TORONTO, CANADA : Canadian Bank of Commerce. 
Also Correspondents in the principal cities of the world 
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BANK MELLI IRAN | 


(NATIONAL BANK OF IRAN) 


Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
CAPITAL FULLY PAID... ...  .... —«.. ~~ Rials ~=2,000,000,000.00 
RESERVE (Banking Department) oo - wer one 491,500,000.00 


Governor and Chairman of Executive Board: MR. ALI ASGHAR NASSER 
HEAD OFFICE: TEHRAN, IRAN (Persia) 


Over 190 Branches and Agencies throughout Iran 


New York Representative: 
One Wall St., New York 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 

Transactions, provides special facilities for Documentary Credits, etc., and with its numerous B-anches in 

Iran deals with every description of banking business. Especial services for all kinds of -nformation 
regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 



































a good accountant 
deserves an... 


calculator 


% Fast one-hand operation 


% Visible dials throughout -. S. (coSttEar) ) LTD. ‘ 


31 - NEW BRIDGE STREET“ECA © 


% Reasonably priced. Write for details .. . Telephone City 1167 
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